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The story of the empty wastepaper basket 


Boss: What’s the matter, Mary . . . where’s all the 
‘arbon paper you usually throw away every day? Here 
it is 5 o'clock, and your wastepaper basket is empty! 
Girt: That's because I've been using that Park 
Avenue I told you about! I’ve used the same sheet 
all day . . . and look at the last copy I made with it 

. clear and legible as can be! 


Boss: Looks like Park Avenue ought to save us money! 


Girt: Jl] say it will! I can use a sheet of Park 
Avenue a lot longer than any other carbon paper 
I’ve ever seen! It’s like the Royal man said . . . if 
you paid $115 for a typewriter and have used it five 
years, you've bought $115 worth of carbon paper 
and ribbons for it! 


Boss: And you think Park Avenue will help us cut 
those costs? 


Girt: Sure it will! A box of this Park Avenue carbon 
paper will last me a lot longer than a box of any 
other carbon we've ever used. It helps me do better 
work, too, because it doesn’t smear, or offset, or tree. 
This Royal ribbon I bought should last longer, too 
... it’s made a special way that keeps it writing 


long after other ribbons are worn out. 


Boss: Didn’t you tell me that it’s the Royal Typewriter 

Company that makes these special carbon papers and 

ribbons? They ought to know what they’re doing! 
Girt: They certainly should! Don’t they make the 
“World’s Number 1 Typewriter’? They've had 
plenty of experience in filling carbon-paper needs of 
all kinds of people. I quess that’s why their Park 
Avenue is tops! 


Boss: If that’s the case, let’s buy nothing but Royal 
carbon papers and ribbons from now on! 


Park Avenue Carbon Paper is made and guaranteed by the 
Roytype* division of the Royal Typewriter Company. 
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Copyright 1942, Royal Typewriter Co., Inc. 














*Trade Mark Reg. U. S. Pat. Off. 











PRODUCTION, 
PAYROLL, 
PURCHASING, 
ORDER & BILLING 
SYSTEMS 


PRODUCTION—Save 24 to 36 hours in 


getting orders into the shop. Write parts 
order or assembly order once. Use it 20 to 
30 times for repeat orders. Eliminate 90% 
of all rewriting. Reproduce shop copies, 
schedule board copies, move tickets, route 
tags, material requisitions, labor tickets. 


PAYROLL— From one writing of one 
form Ditto gives you in a minute every 
form you need for recording payroll, in- 
cluding payroll summaries, historical earn- 
ings record, actual checks or envelopes, 
and receipt forms. There is no other writing, 
no elaborate personnel, involved systems 
or costly machines. 


ORDER & BILLING—From one writing you get 
all orders and shipping copies, all invoice copies, 
and, if you wish, sales analysis slips. No method 
PURCHASING—First and only writing gives provides such flexibility, none can match its error- 
you all bid requests, all purchase order copies, proof control. Orders may be written by salesmen 
all delivery receipts for one or a dozen partial in the field or by typists in branch offices or ware- 

deliveries. ——being used every day by houses. Copies may be reproduced at the home 


America’s outstanding defense industries. office or branch factories. 
{Sample forms of any of the above systems furnished free} 


DITTO, INC. 


2219 W. HARRISON STREET + CHICAGO, ILLINOIS 




















TO CANDIDATES 


for the 


C. P. A. EXAMINATION 








J. A. S. offers to qualified 
accountants a C. P. A. 
Coaching Course which 
has produced outstanding 
results. The enrollment 
fee is $42. For full partic- 


ulars address a letter to: 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
A Correspondence School Since 1903 


3411 SOUTH MICHIGAN AVENUE, CHICAGO, ILLINOIS 
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Editorial Comment 


Problem for Retail Managements 

MERICAN retailers today are faced with the 

problem of “putting their houses in order” for 
lower volume and narrower profit margins. That is 
the message given to the National Retail Dry Goods 
Association of America on June 16, in Chicago, by 
President John A. Donaldson of The Controllers In- 
stitute of America. He is vice-president of Butler 
Brothers, of Chicago. 

“The days of easy profits are gone,” Mr. Donald- 
son said. ‘The speculative urge in consumer buying 
is gone,” he added. “To meet the situation in a 
sound way will take more skill and ability than has 
been required of retail management for a number 
of years.” 

The problem is to put retail firms in such shape 
that they will be fitted to survive the war with as 
little loss of efficiency as possible. 


OPA Forms Troubling Many Companies 

je OPA financial reporting forms continue to 
be a subject for animated discussion among con- 

trollers. One phase of the situation is presented by 

a controller who writes: 

“T have heard considerable comment to the effect 
that a large portion of industry feels that the in- 
formation requested contains considerable material 
which is not germane to the work done by the OPA 
and is therefore unnecessary and a potential cause of 
subsequent embarrassment or even possible loss to 
the firm filing because of its confidential nature.” 

There does. not seem to be any possibility of 
amendment of the forms at this time. 
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The Controllers Institute of America of course 
can not assume the responsibility of advising firms 
whether to file or not. No concerted move for a 
change in the requirements has come to the atten- 
tion of The Institute. That would seem to be a 
matter for trade and manufacturers associations to 
consider. About 15,000 firms, of the 25,000 to whom 
the forms were sent, have filed the reports with OPA. 


W hat Is a Fair Profit? 

b pewiga is a fair profit basis in a contract with 
the government? Apparently there is no fixed 

answer to this question. 

Controllers and their representatives have been 
making frequent trips to Washington in an effort to 
find out, in cases in which contracts are to be rene- 
gotiated. 

Apparently this is a matter of compromise, with 
few if any fixed standards which could be put into 
writing and enunciated for the benefit of those who 
find themselves confronted by this situation. 

What is a fair profit? Does anyone know? It is 
one of the puzzles of this unsettled era. 


Accelerated Depreciation Traveling Difficult Road 
Pcie are reporting to The Control- 
lers Institute of America some disturbing ex- 
periences which they are having with the Bureau of 
Internal Revenue on the subject of accelerated de- 
preciation, taken because of extended use of ma- 


chines. 
Some companies have increased their normal 
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rates of depreciation by as much as 50 per cent., be- 
ginning as far back as 1936 in cases in which two 
shifts were worked. One controller writes that re- 
turns were audited from 1936 to 1939 on that basis 
without comment. This controller's company is now 
working its machines twenty hours a day. The au- 
ditors raised the question of this accelerated depre- 
ciation when the 1940 return was reached and called 
the attention of the controller to Bulletin F, revised 
as of January, 1942. The Bureau restored the depre- 
ciation to normal rates, even though the machines 
are being operated twenty hours a day. 

Bulletin F, revised, apparently makes a gesture 
toward meeting the situations entailed by increased 
use, but makes it so difficult to justify the increased 
depreciation by a mass of evidence that controllers 
are wondering whether it is worth the effort. The 
evidence must include details as to repairs, and com- 
parisons of wear on parts. 

In many instances the Bureau’s men arrive at an 
adjusted rate which is supposed to absorb the cost 
of the machine over its remaining life. 

Another concern had set up rates in detail for 
various machines and other items. The Bureau’s au- 
ditors would pay no attention to them, but insisted 
on a composite rate. These adjustments usually be- 
gin with the 1940 returns and include those of 1941. 

Companies are taking up accelerated depreciation 
in their accounts, as a rule, in any event, hoping for 
the best from the Bureau of Internal Revenue. 

One controller writes: “I understand that while 
the Bureau is willing to accept the principle of ac- 
celerated depreciation, it will allow it only when the 
taxpayer makes out a very convincing case.” 

The “convincing case” apparently is one that it is 
very difficult to make out. 


Demand for Controllers 


HERE is a great demand these days for men with 

controllership training. For years The Control- 
lers Institute of America has been helping to place 
trained men in these responsible positions. It usually 
has on its list the names of qualified men who wish 
to be put in touch with companies which are look- 
ing for persons who are experienced in controller- 
ship. Of late more calls than ever are being received. 
Managements should be made aware of the fact that 
The Institute is a good source to which to turn, to 
obtain information concerning eligible candidates. 
This is a voluntary service on the part of The Insti- 
tute to its members, without charge. It extends also 
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in some cases to men who are not members of The 
Institute, and as in the cases of members, is without 
charge. 


Used Office Equipment Exchange 
Sin difficulty of obtaining office equipment in 
these days of priorities and various other restric- 
tions is causing some concerns to attempt to secure 
various items of office equipment from other com- 
panies which may have no further use for them. The 
first advertisement for a piece of used office equip- 
ment appeared in June in “The Controller.” A hard- 
pressed insurance company has asked The Control- 
lers Institute of America to use its good offices in 
attempting to find an electric Imprinter for dating 
and imprinting continuous forms and an electric 
Burster for separating and trimming continuous 
forms, or a combination of both operations in one 
machine. 

It is a distinct contribution to the victory program 
to make full use of idle machinery, and The Institute 
is glad to be helpful in bringing together concerns 
which need such equipment and those which have 
used equipment which is idle for the time being— 
all within the bounds of rules and regulations. 


Speeding Up Wage-Hour Inspections 
| 2 three years under the Fair Labor Standards Act 
more than 75,000 business establishments have 
been given routine inspections. Violations, mostly 
inadvertent, have been found in 65 per cent. of these 
concerns. The Government’s Division which is 
charged with enforcement of this law opened 1942 
with 950 investigators. Its program calls for about 
6,000 inspections a month. Has your secretary been 
rated as a stenographer as yet? 


Economy? 


HE Citizens Emergency Committee points out 

that in six instances the United States Senate, de- 
spite the valiant efforts of certain senators, has re- 
scinded virtually all economies suggested by the 
House of Representatives in appropriation bills and 
has reported the bills to conferences in substantially 
larger amounts than those suggested by the House. 
The inclusion of new items and increases for exist- 
ing items in these six instances amount, according to 
the Citizens Emergency Committee, to $292,426,623. 
This really irks controllers. 











Cost-Plus-Fixed-Fee Contracts: 
Pitfalls To Avoid 


By Laurence A. Smith 


It is generally conceded that in 
normal times the public interest is 
best served by competitive bidding, to 
the end that the Government awards 
a contract for work at a fixed price to 
the lowest bidder. In any discussion 
of cost-plus-a-fixed-fee contracts it is, 
therefore, desirable to examine the 
reasons justifying the awarding of 
contracts on any basis other than the 
fixed price basis. You will recall that 
by Act of Congress (Public Act. No. 
703, 76th Congress, approved July 2, 
1940), the cost plus a percentage form 
of contract is prohibited. This action 
by Congress was prompted by the 
large profits made under such con- 
tracts in the World War and we will 
all admit that a cost plus a percentage 
form of contract supplies every incen- 
tive to increase costs to the govern- 
ment, rather than conservation of 
cost. 


SPEED Is First CONSIDERATION 


In times of war emergency, the pri- 
mary consideration is production 
speed—the employment of every re- 
source of our country to the produc- 
tion of war materials in the shortest 
possible time. Speed is absolutely 
necessary,—and any and every delay 
may have a vital effect upon the suc- 
cessful prosecution of the war. 

This is sufficient justification to 
abandon the normal procedures of 
awarding contracts and, therefore, 
the employment of the cost-plus-a- 
fixed-fee form of contract offers a 
medium for immediate action with- 
out jeopardy to the government’s in- 
terests and reducing the performance 
risks of the contractor to the mini- 
mum. 

It is obvious that under emergency 
conditions it is not possible to pre- 
scribe all of the pertinent specifica- 
tions that are necessary to an intelli- 
gent estimate of production cost. 


Many industries are called upon to 
convert their facilities to the produc- 
tion of war goods without any prior 
experience and in many instances 
without fully complete specifications. 
Skilled labor and other services are 
not obtainable and much of the work 
must be performed by novices or ap- 
prentices. Means of delivery of ma- 
terials and transportation of the 
finished product cannot always be de- 
termined accurately in advance. All 
of these conditions affect the contrac- 
tor’s cost. It is therefore Obvious that 
if industry was required to contract 
with the government on a fixed price 
basis, tremendous delay would occur 
awaiting the development of all of 
the pertinent factors involved in or- 
der to arrive at a selling price that 
would provide reasonable protection 
against loss. To overcome these con- 
ditions, and in order that industry 
may proceed with war work at the 
earliest possible moment and without 
complete detailed specifications, the 
cost-plus-a-fixed-fee contract form 
has been evolved. 


Mr. William M. Smith, Special As- 
sistant to the Chief of the Bureau of 
Yards and Docks of the Navy De- 
partment, has prepared some com- 
mentaries on  cost-plus-a-fixed-fee 
contracts which are worthy of care- 
ful study. As an introduction to his 
discussion of a particular cost-plus-a- 
fixed-fee contract, Mr. Smith made 
the following statement: 


“A correct concept of a Government cost- 
plus-a-fixed-fee contract involves three vital 
propositions. First, the Contracting Officer 
representing and speaking for the United 
States, and all of his administrative assist- 
ants, must be competent and possess a clear 
understanding of the peculiar relationships 
of the parties to the contract. Second, the 
contractors must be experienced, reliable, 
conscientious, energetic, resourceful, and 
also have a clear understanding of the pe- 
culiar relationships of the parties. Third, 
there must be a high degree of cooperative 
confidence and trust by each of the parties 
in the other and this confidence and trust 
must extend throughout the organization 
of each party. 

“To insure a successful accomplishment 
of the purpose of a cost plus contract there 
must be the utmost of cooperation. There 
should be no distinction, in thought or ac- 





cost-plus contracting. 


| 
| THE HEAVY RESPONSIBILITY OF THE CONTROLLER 
| IN “COST-PLUS” CONTRACT WORK 


Controllers who attended the Tenth Annual Meeting of The 
Controllers Institute of America in New York City last fall will 
not soon forget the penetrating paper on cost-plus contracts, 
read there by Mr. Laurence A. Smith, Controller, McDonnell 
Aircraft Corporation, St. Louis, Missouri. 

In this address, delivered in Cincinnati at the Mid-West | 
Conference of The Controllers Institute of America on May 18, | 
Mr. Smith shows his continued grasp of the problems involved in | 


The responsibility of the controller in determining the legiti- | 
macy of various cost items under a cost-plus contract has been | 
increased, Mr. Smith points out, by a new Comptroller General’s | 
decision casting doubt upon the validity of approval by a Con- | 
tracting Officer in paying a subcontractor’s invoice. The right 
hand, it would seem, is becoming increasingly unaware of what | 
the left hand of government procurement is doing. | 


—THE EDITOR 
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tion, between Government personnel and 
the contractor's personnel; it must be as- 
sumed and accepted as a fact that they 
are all working to the same end and all 
doing what to them at the time is or seems 
to be the best thing to do in the interest 
of the contract work. Errors of judgment 
and mistakes will, of course, be made, but 
the good faith of the person involved 
should not be questioned; to do so only 
creates resentment and makes inroads on 
the spirit of cooperation.” 


Quoting further from Mr. Smith’s 
commentaries, he states: 


“Where speed of accomplishment is of 
prime importance, as it almost always is 
under a cost-plus contract, prompt decisions 
are essential. In making decisions the full 
purpose of the contract should be kept 
clearly in mind; the speedy and certain 
accomplishment of highly important emer- 
gency work by cooperative effort. Prece- 
dents should not be permitted to hamper 
any action which appears desirable, unless 
all the facts and circumstances are identical, 
particularly any precedent which rests upon 
a decision of other than a court of last 
resort. The injuction ‘Be just and fear not’ 
is as potent now as when the words were 
penned by Shakespeare.” 


THE CONTRACT FoRM 


Having in mind the motivating 
reasons for the use of a cost-plus-a- 
fixed-fee form of contract, we can 
proceed to a review of the contract 
form itself. It would be difficult for 
me to improve upon the general def- 
inition of a cost-plus-a-fixed-fee con- 
tract stated by Mr. Smith in his com- 
mentaries, as follows: 


“Under a cost-plus-a-fee contract with the 
United States, the general intent is that 
the contractor will accomplish the work and 
that he will be paid whatever it costs him 
to do so, plus a fee. It may be agreed 
that the cost of this, that, or another thing 
will not be considered to be a part of the 
cost of the work. Any provision reciting 
such an agreement must be specific. All 
costs not so specifically excluded constitute 
the cost of the work whether they are 
specifically mentioned in the contract or 
not. It does not follow that the contractor 
would be free to make needless or extrava- 
gant expenditures because he would then 
be violating the general intent of the con- 
tract and the contracting officer would be 
warranted in disallowing reimbursement.” 


All of these statements are well 
and good,—but the controller is 
obliged to inquire into the guarantee 
of reimbursement of cost as contained 
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in a cost-plus-a-fixed-fee contract, to 
the extent that he is reasonably sure 
that such guaranty will be sustained 
in acourt of law. This inquiry places 
two specific responsibilities upon the 
controller: first, he must ascertain 
whether a proposed cost-plus-a-fixed- 
fee contract adequately and specifi- 
cally provides the authority for reim- 
bursement of all legitimate costs that 
may be sustained during the course of 
the performance of the contract. Sec- 
ond, during the performance of the 
contract he must exercise control 
over costs to the end that commit- 
ments are not made for expenditures 
that are not allowable under the defi- 
nitions of allowable costs contained 
in the contract. 


BEWARE THE ‘‘Cost-PLus”’ 
PsyCHOLOGY 


In undertaking a cost-plus-a-fixed- 
fee contract, management as a whole 
assumes a new responsibility which 
must be successfully discharged if 
post-war competition is to be success- 
fully met. I refer to the ease with 
which the “cost-plus’” psychology, if 
permitted to permeate the organiza- 
tion unrestrained, will destroy the 
high degree of operating efficiency 
required in a competitive market. 
Oftentimes costs in excess of normal 
operating costs can be conveniently 
blamed upon emergency conditions. 
It is management’s job constantly to 
analyze and distinguish the legiti- 
mate operating excesses from those 
growing out of the ‘‘cost-plus” psy- 
chology. 

Let us examine a few of the more 
recent developments in the design of 
the contract, and some of the rules 
and regulations that are deserving of 
further discussion. 

Article I of the usual form of sup- 
ply contract contains a recita! of the 
work to be performed. Article II re- 
cites the estimated cost, and Article 
III the consideration to be paid for 
the work. The general definition em- 
ployed by cost-plus-a-fixed-fee con- 
tracts is the formula contained in Sec- 
tion 26.9 of Treasury Decision 5000. 
A serious question has been raised as 
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to the binding effect of the defini- 
tions of allowable costs contained in 
the contract as a result of the Comp- 
troller General’s Decision No. 23215, 
announced in the February Bulletin, 
dealing with the case of Black and 
Veatch, architects and engineers, in 
connection with their cost-plus-a- 
fixed-fee contract covering the serv- 
ices rendered in the construction of 
Camp Chaffee, near Ft. Smith, Ar- 
kansas. 


BLACK AND VEATCH DECISION 


This decision is of such serious por- 
tent that it has already convinced sev- 
eral very large prime contractors that 
the usual form of Section 3 and the 
recognition of Treasury Decision 
5000 as the formula for defining cost 
is not always sufficient authorization 
for the allowance of amounts paid to 
subcontractors. This unusual decision 
by the Comptroller General is worthy 
of brief analysis here. The cost-plus- 
a-fixed-fee contract was a construc- 
tion contract and not a supply 
contract. It provided that the archi- 
tect-engineers should make certain 
quality tests of materials used on the 
construction job. It provided further 
that the government would allow the 
costs thereof and in some instances 
supply the special equipment that 
might be required in the performance 
of the architects’ services. During the 
prosecution of the work, the archi- 
tect-engineers found that by using 
certain laboratories who were well 
staffed and equipped to make certain 
material tests, the cost of making 
such tests would be at least half the 
cost that would necessarily be in- 
curred if the architect-engineers 
made the tests themselves. Accord- 
ingly, they obtained the approval of 
the contracting officer to subcontract 
these tests. The architect-engineers 
then called for competitive bids from 
at least three reliable laboratories and 
awarded the subcontract to the lowest 
bidder, with the approval of the con- 
tracting officer. It must be borne in 
mind that by this procedure the archi- 
tect-engineer expedited the work and 
successfully carried on the services 
required by the contract, at a consid- 
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erable savings in cost to the govern- 
ment. Notwithstanding these facts, 
the Comptroller General would not 
approve the reimbursement to the 
architect-engineers of the amounts 
paid under the subcontract to the lab- 
oratories actually making the tests. 
The reason for disallowing these 
costs is stated by the Comptroller 
General in the following language: 


“While it is evident that the contract 
contemplates that some part of the work 
may be subcontracted and no specific lim- 
itation is placed thereon, except that it 
meet with the approval of the contracting 
officer, in recognition of the fact that, under 
this type of contract, the fixed fee is de- 
termined and established after ascertaining, 
during the initial negotiations, the class 
or classes of the work to be performed by 
the contractor and that to be subcontracted 
by it, and that, as stated in 20 Comp. Gen. 
533,537, * * * the subcontracting of 
work, not contemplated to be so performed 
when the contract was made and the con- 
tractor’s fee was fixed, will result in an in- 
crease in the cost to the Government by 
reason of an unanticipated pyramiding of 
profits,” the prime contractor is not au- 
thorized to procure such services from 
other sources on other than an actual ex- 
pense basis, exclusive of any additional 
fee for overhead and profit, or, unless an 
equitable deduction be made in the amount 
of the fixed fee. Since, in the present 
case, it reasonably may be assumed that 
the fixed price paid to the Mississippi 
Testing Laboratories included elements of 
overhead and profit, I find no legal basis 
for reimbursing the contractor for the 
amount claimed in the absence of evidence 
sufficient to establish that the contractor’s 
fee of $75,000 was fixed with the under- 
standing that such services would be per- 
formed under a subcontract or unless an 
appropriate adjustment be made in the 
amount of the fixed fee—that is, by reduc- 
ing said fee by an amount at least equal to 
the amount of the subcontractor’s profit. 

“Accordingly, the voucher, together with 
the accompanying papers, is returned here- 
with, and you are advised that, on the 
present record, payment thereon is not 
authorized.” 


It appears, therefore, from the rea- 
soning of the Comptroller General 
in the above decision that we must ex- 
ercise more care in the recitals con- 
tained in Article I of the contract in 
which a statement of the work to be 
performed under the contract is sup- 
posed to be fully set forth. It also 


emphasizes the great need of general 
protective clauses which will clearly 
and finally grant to the contractor the 
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legal right to incur costs including 
work under subcontracts, in a manner 
and form necessary to the expeditious 
accomplishment of the work. This 
is only fair and consistent with the 
objectives of the cost-plus-a-fixed-fee 
form of contract. 


RESPONSIBILITY FOR SUB-CONTRACTS 


Since our government is encourag- 
ing and in some instances insisting 
upon spreading the production effort 
through subcontracts, it is well to 
consider the extent to which the gov- 
ernment and the prime contractor 
share responsibility for subcontracts. 
True, the subcontract is an agreement 
between the prime contractor and the 
subcontractor, but it is important to 
note that in the usual form of prime 
contract, the following clause is con- 
tained: 


“No contract shall be made by the con- 
tractor with any other party for furnishing 
any of the completed or substantially com- 
pleted articles, spare parts or work herein 
contracted for, without the written ap- 
proval of the Contracting Officer.” 


In some instances the contracting 
officer has taken the position that this 
clause is limited to the mere approval 
of the source of supply and is not in- 
tended to invoke the obligation of 
an approval of the terms and condi- 
tions of a specific subcontract. The 
hazards of subsequent adverse rul- 
ings on, or interpretation of, the con- 
tract are entirely too serious to over- 
look the necessity for a forthright 
and authoritative approval of each 
specific contract by the Government. 

Some prime contractors have en- 
deavored to avoid the possibility of 
disallowance of payments made to 
subcontractors by incorporating in 
the subcontract as a specific condi- 
tion that all reimbursement vouchers 
must be approved by the Contracting 
Officer before reimbursement is made 
to the subcontractor. Comptroller 
General’s Decision No. 23215 hereto- 
fore discussed seems to cast consider- 
able doubt upon the approval by the 
contracting officer as adequate au- 
thority for payment of the subcon- 
tractor’s invoice. 





VALUE OF CONCISE COST 
DEFINITIONS 


A cost-plus-a-fixed-fee contract un- 
doubtedly intends that the prime con- 
tractor shall be reimbursed for all 
reasonable and legitimate costs in- 
curred in the performance of the con- 
tract unless specifically excluded by 
the terms of the agreement. Never- 
theless, experience has already dem- 
onstrated the value of very concise 
definitions of certain elements of cost. 

For example, the usual form of 
supply contract provides that the gov- 
ernment will furnish the contractor 
certain materials and equipment as 
specifically set forth in the contract. 
Then follows this provision : 


“All other materials and labor required 
by the contractor for the complete per- 
formance of this contract shall be furnished 
and supplied by the contractor.” 


The definition of material costs al- 
lowable under Treasury Decision 
5000 is stated as follows: 


“Direct materials—materials such as 
those purchased for stock and subsequently 
issued for contract operations and _ those 
acquired under subcontracts which become 
a component part of the final product or 
which are used directly in fabricating, con- 
verting or processing such materials or 
parts.” 


All of you are familiar with pres- 
ent difficulties of procurement of ma- 
terials in war times. In addition, 
specifications and prior experience 
are frequently inadequate to deter- 
mine accurate requirements, yet 
Treasury Decision 5000 appears to 
limit the allowable cost of materials 
to “those acquired for stock and sub- 
sequently used for contract oper- 
ations.” Obviously, a broader defi- 
nition of allowable material costs is 
needed. This has been accomplished 
in some contracts by incorporating a 
specific provision to the effect that in 
addition to allowable items set forth 
in Treasury Decision 5000, it is spe- 
cifically provided that “direct ma- 
terials shall include all materials pur- 
chased or ordered for the perform- 
ance of this contract.” Certainly such 
a clause is clear and specific. 

At the time Treasury Decision 











5000 was promulgated, it did not 
necessarily have as its purpose the 
establishment of a cost formula for 
cost-plus-a-fixed-fee contracts. 
Neither were the abnormal operat- 
ing conditions now being experi- 
enced anticipated. Consequently, the 
use of the word “reasonable” in de- 
fining costs may be subject to capri- 
cious treatment by various govern- 
mental agencies. To remove any sub- 
sequent variance of opinion, some 
contracts have specifically provided 
that in addition to normal waste, 
scrap, and corrective labor under 
usual manufacturing conditions, ad- 
ditional waste, scrap, and corrective 
labor reasonably incident to work un- 
der existing abnormal conditions 
shall be allowable items of cost un- 
der the contract. This seems to give 
more adequate protection to oper- 
ations under present abnormal con- 
ditions. 


INSURANCE PROTECTION 


Until recently, all cost-plus-a-fixed- 
fee contracts have carried the re- 
quirement that the contractor ade- 
quately protect the government 
against loss, through suitable insur- 
ance coverage. A few months ago, 
the Under Secretary of War adopted 
a policy in connection with Air Corps 
contracts by assuming the risk of loss 
or of damage to government-owned 
property, and inasmuch as the usual 
form of contract conveys title in all 
materials and work to the govern- 
ment, this assumption of risk covers 
most, if not all, of the work per- 
formed under the contract. This 
change in policy has given some con- 
cern to contractors as to the extent 
of insurance coverage that should be 
continued in force, and allowability 
of the cost of such insurance under 
Treasury Decision 5000. It is neces- 
sary to keep in mind that the per- 
formance of the contract requires the 
use of the contractor’s facilities and 
that during the performance of the 
contract the contractor must carry 
suitable insurance for his protection 
as a matter of sound business. There- 
fore, in order that no ambiguity or 
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confusion may arise as a result of the 
new policy above discussed, a spe- 
cific provision in the cost-plus-a-fixed- 
fee contract, along the following 
lines, is desirable: 


“That the costs of insurance on or in 
connection with all the facilities and util- 
ity installations needed and used for the 
performance of the contract shall be al- 
lowable items of cost thereunder except to 
the extent that provision is made apart 
from this contract for the payment of such 
costs by the Government.”’ 


Another category of costs that has 
caused disagreement between the con- 
tractor and the government as to its 
eligibility for reimbursement is re- 
ferred to as “preparatory costs.’” The 
government has, in most cases, rec- 
ognized the fairness of allowing such 
costs and has specifically incorporated 
a clause in the contract providing 
substantially as follows, that “all 
costs which have been incurred by 
the contractor in anticipation of the 
contract and prior to the signing 
thereof and which, if incurred after 
the signing of the contract would 
have been considered as allowable 
items of cost, under Treasury De- 
cision 5000 or other provisions of 
this contract, shall be allowable un- 
der this contract.” 


STATUS OF LEGAL EXPENSES 


A majority of the differences of 
opinion in the application of such a 
clause arises out of the allowance or 
disallowance of bidding and selling 
expenses. One of the most trouble- 
some items has been that of legal ex- 
penses. It is obvious that any con- 
tractor preparing to undertake the 
performance of an important con- 
tract will require the services of his 
legal counsel, and while the govern- 
ment does not deny this, it has taken 
the position that the only legal ex- 
penses that may be recognized as in- 
cident to the performance of the con- 
tract are those in which the mutual 
interests of the government and the 
contractor are being attacked or re- 
quire safeguarding; that within this 
definition, the legal expenses in- 
curred in the negotiation of the con- 
tract are not allowable. A satisfac- 
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tory answer to the government’s 
position and a suitable contractual 
remedy has not as yet come to my at- 
tention. 

Since it would be impossible to an- 
ticipate all of the contingencies that 
may arise during the performance of 
a contract, a general protective clause 
has been included in most contracts, 
which reads as follows: 


“Such other items as shall, in the opin- 
ion of the Contracting Officer, be included 
as allowable items of cost under the Gov- 
ernment contract.” 


This is unquestionably an all-im- 
portant clause and in fairness to both 
parties should be incorporated in all 
contracts. However, the clause, as 
just recited, appears to be too general 
to have sufficient authority and there- 
fore a further provision has been de- 
vised which appears to me to more 
clearly and specifically bind the par- 
ties. It provides that 


“When such an item is approved or rati- 
fied by the Contracting Officer, it shall be 
specifically certified as being allowable 
under this Article of the contract.” 


Industry has not had sufficient ex- 
perience with the cost-plus-a-fixed- 
fee form of contract to evaluate its 
merits, as compared with fixed-price 
contracts. Much depends upon the 
final audit and final settlement of the 
contracts. The fact that contractors 
generally are required to preserve 
their records for three years after 
completion of the contract causes 
speculation as to the possible change 
in attitude and national thinking that 
may occur during that three-year 
period. 


OPPORTUNITY FOR THE INSTITUTE 


In my humble judgment, this 
thought gives rise to the consider- 
ation of the opportunities that are 
now present for The Controllers In- 
stitute to exert an important influence 
in formulating the policies that will 
prevail in the final settlement of con- 
tracts. In this respect I am again re- 
minded of the general philosophy 

(Please turn. to page 350) 








Pros and Cons of “Last-In, First- 
Out” Inventorying 


The two excellent papers to which 
you have just listened seemed to pro- 
ceed on the assumption that all of you 
were “LIFO” experts. This was a 
safe assumption so far as the control- 
lers in the audience are concerned, 
but perhaps a little too much was 
taken for granted with respect to the 
knowledge of “LIFO” possessed by 
several persons whom I recognize in 
this group: I note the presence of the 
owner of a well-known retail chain, 
a number of public accountants, and 
at least two teachers of accounting 
{laughter}. For their sake, let me try 
to present a thumbnail sketch of 
“LIFO” as an inventorying method. 

A number of inventory methods 
are in general use. Merchandise in- 
ventory is probably most frequently 
priced on the basis of the lower of 
cost or market value, in conjunction 
with the assumption that dealers suc- 
ceed in disposing of their goods in 
the order of acquisition: “‘first-in, 
first-out” (“FIFO”). When this inven- 
torying method is used, it is assumed 
that earliest acquisitions are con- 
sumed in manufacturing operations 
and in sales, and that the unsold 
goods at the end of the accounting 
period are the most recently acquired 
merchandise. This unsold merchan- 
dise —the inventory —according to 
this method, is valued at cost of ac- 
quisition and on the assumption that 
the units on hand were acquired in 
inverse chronological order, but if 
the market value, at the inventory 
date, is lower than cost, the lower 
market value is substituted for cost. 

Under the “‘last-in, first out” 
(“LIFO”) method of inventorying, it 
is assumed that manufacturing oper- 
ations and sales exhaust the most re- 
cent purchases of raw materials, so 
that the gross proceeds of sales rep- 
resent the excess of selling price over 
the cost of such recent acquisitions. 
The inventory is assumed to consist 
of the earliest acquisitions. To the ex- 
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tent that the number of units in the 
end-of-the-year inventory is not greater 
than in the beginning-of-the-year in- 
ventory, the final inventory is valued 
at the price basis of the initial inven- 
tory. Increases in the end-of-the-year 
inventory are priced at cost: some- 
times at cost of earliest acquisitions 
during the year; sometimes at cost of 
latest acquisitions during the year; 
sometimes at average cost of acquisi- 
tions during the year; sometimes at 
some other current cost calculation. 
If the quantity in the end-of-the-year 
inventory is less than at the begin- 
ning of the year, the unit pricing is 
on the same basis as at the beginning 
of the year. 


“LIFO” IN PERIODS OF RISING AND 
DECLINING PRICES 


It follows, therefore, that, in peri- 
ods of rising prices, the “LIFO” in- 
ventory as per balance sheet is shown 
at less than replacement value, while 
the cost of sales reflects the later, and, 
therefore, the higher, acquisition 
costs. In the operating statement, 
therefore, in such periods of rising 
prices, the gross trading profit is 
lower than it would be if the “FIFO” 


method were employed. On the other 
hand, in periods of declining prices, 
the cost of sales is computed on the 
basis of the latest acquisitions, that 
is, at assumed lower prices, so that 
the gross trading profit is higher than 
it would be if the “FIFO” method 
were used, while the inventory in the 
balance sheet is stated at the earlier, 
and, therefore, at higher than re- 
placement value, a fact which necessi- 
tates adjustment by means of a re- 
serve or otherwise. 

Over a sufficiently long period of 
time aggregate net operating results 
should be exactly the same, whether 
the “LIFO” or the “FIFO,” or any 
other approved inventory method is 
employed. While what has been said 
is true of a complete economic cycle, 
the operating results of the respective 
years within the cycle may vary 
considerably, depending on which 
method is employed. It is this result 
which economists and accountants 
have in mind when they state that the 
“LIFO” method,—the “elective in- 
ventory method” of the Regulations 
of the Commissioner of Internal Rev- 
enue,—tends to level off the annual 
net income by lowering the peaks and 
raising the hollows. 





in New York City. 


requests. 





“INVENTORY RESERVES” WILL EVENTUALLY MAKE “LIFO” 
UNNECESSARY 


So states Dr. Joseph J. Klein, of Klein, Hinds & Finke, C.P.A.’s, 
in this address, delivered on April 13 before the War Confer- 
ence of Controllers held by The Controllers Institute of America 


Dr. Klein discusses three vital questions in this paper: 

1) Is LIFO a method of inventorying suitable to universal application? 
2) Will LIFO enjoy a short- or long-lived popularity? 

3) Will a general inventory reserve eventually supplant LIFO? 

A former President of the New York State Society of Certified 


Public Accountants, Dr. Klein is also a member of the New York 
Bar. His address has been reprinted here in response to many 
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If income tax rates were stationary, 
and if annual net losses could be ap- 
plied, without limitation, in reduc- 
tion of prior period net income, as 
well as carried forward to reduce fu- 
ture net income, owners would not 
be greatly interested in which inven- 
tory method management selected. 
The fact is, however, that income tax 
rates are not stationary and that net 
losses are not at all available for re- 
duction of prior year net income and 
only to a limited extent applicable in 
reduction of later earnings. Hence, 
the selection of an inventory method 
is of supreme practical importance, 
and this fact should be borne in mind 
as you consider the observations I am 
about to offer. 

“LIFO,” or a method analogous to 
it, has been used, in a limited field, 
for about fifty years in England and 
for a somewhat shorter period in the 
United States. 

It is hardly necessary to state that 
the current interest in ‘““LIFO” cannot 
be dissociated from the fact of ex- 
ceedingly high existing and undoubt- 
edly higher future federal income 
and profits taxes. Proponents of 
“LIFO” firmly believe that the use of 
this method should prove of substan- 
tial and legitimate tax advantage. 
Whether the claim as to tax advantage 
is justified will be examined later. 

So much for the necessarily brief 
and altogether inadequate summary 
of “LIFO” leading up to my own atti- 
tude toward the method. 

I recognize the great accounting 
merit of “LIFO” for certain indus- 
tries, including, but not limited to, 
tanners and producers and processors 
of non-ferrous metals. Mr. Verl L. 
Elliott has referred to my attitude 
when the matter was under consider- 
ation by Congress in 1938. I was 
happy then to express myself in favor 
of “LIFO.” At that time the method 
was urged on the legislators primarily 
to meet the obvious accounting and 
tax needs of tanners and non-ferrous 
metal producers and processors. I 
took no part in the 1939 campaign 
which resulted in extending the 
“LIFO” method,—the “elective in- 
ventory method,’—generally to all 
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taxpayers. I did not oppose the ex- 
tension, although I feared that such 
extension might delay Congressional 
recognition of the need and pro- 
priety of permitting taxpayers to em- 
ploy inventory reserves in the de- 
termination of taxable net income. 


“BASE” AND “NORMAL STOCK” 
INVENTORY SITUATIONS 


In general and without reservation, 
I favor “LIFO” in all situations 
where sound accounting would ap- 
prove “base” and “normal stock”’ in- 
ventorying procedure. American 
Smelting & Refining Company and 
National Lead Company, for about 
forty years, have used inventorying 
methods similar to ‘““LIFO.”’ Tax sav- 
ing could not have been the motive. 
Even on the ground of sound account- 
ing, I would not oppose extension of 
“LIFO” to finished goods in many 
industries. But one can hardly be 
blamed for not becoming enthusiastic 
about adopting “LIFO” for perish- 
able goods and for style and seasonal 
merchandise. No, as a matter of 
sound accounting, “LIFO” is not of 
universal application. Nor is any 
other inventory method, for that mat- 
ter. Different industrial and business 
conditions indicate the need of vary- 
ing accounting devices and proce- 
dures. 


THEORY VS. OBvioUS ECONOMICS 


So much for my theoretical ac- 
counting views on the subject. As a 
practical man and a realist, I can 
easily regard with sympathetic under- 
standing the attitude of corporate 
management which has no patience 
with accounting theory when in ap- 
parent conflict with the dictates of 
obvious economic motives. If adop- 
tion of “LIFO” will reduce a corpora- 
tion’s current federal income and 
profits taxes by over $13,000,000, as 
it did according to one published 
1941 annual report, how dare its 
management listen to the ‘‘prattle” of 
accounting theorists! No, when a 
mere change in inventory method re- 
sults in substantially decreased taxes, 
neither practising accountant nor at- 
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torney will lightly advise against 
changing to ‘“LIFO.” Theoretical con- 
siderations should neither be offered 
nor urged. But immediate profit 
should not blind management to a 
possible long-term compensating pen- 
alty. I shall show, I believe, that 
“LIFO” presents a real conflict be- 
tween tax expediency and business 
statesmanship. 

As my contribution to this after- 
noon’s symposium, permit me to pose 
three questions, each of which I shall 
briefly discuss: 


I. Is “LIFO” method of inventorying of 
universal application? 
II. Will “LIFO” enjoy a short- or long- 
lived popularity? 
III. Will “inventory reserves” supplant 
“LIFO?” 


TYPE OF INDUSTRY FAVORABLE TO 
“LIFO” 


You will recall Mr. Verl Elliott’s 
very lucid explanation of the reasons 
why ‘““LIFO” is an ideal inventorying 
method for the petroleum industry. 
Note the agreement between what he 
told us and a composite of the argu- 
ments offered by early users and ad- 
vocates of “LIFO” who urged this 
method as both suited to and neces- 
sary for industries which exhibit most 
or all of the following characteristics: 


(1) Because of the long time required 
for processing, it is necessary always to have 
on hand a large quantity or reservoir of 
raw materials. 

(2) Such raw materials are of a type 
subject to wide price fluctuation, and espe- 
cially so because of length of processing. 

(3) Ratio of value of raw material to 
finished product is relatively great. 

(4) Selling price of the processed or 
manufactured product reacts quickly to 
changes in price of raw materials. 

(5) As sales orders are booked, raw ma- 
terial requirements are immediately cov- 
ered, because “hedging” is not available. 

(6) Profits represent met processing 
charges and not merchandise or trading 
gains. 

(7) Investment in inventory is great 
compared to the amount of total assets. 

(8) Raw materials are few in number 
(ores, minerals, hides, skins, and so on); 
they are neither perishable nor of style type, 
and each unit is indistinguishable from the 
other and therefore freely replaceable. 


The net result is that proceeds of 
current sales are customarily matched 
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against costs of concurrent purchases 
to ascertain gross trading profit, 
while earlier costs are reflected in the 
inventory. If raw materials are taken 
from stock for processing under a 
given order, they are replaced with 
materials which were purchased when 
the sales order was booked. More- 
over, most recent acquisitions of raw 
materials may actually be put into 
process before the earlier, because 
there is no fear of deterioration and 
because it may be more convenient 
and economical to remove from the 
top of the stock pile than from the 
bottom. Hence, the designation of the 
method as “LIFO’’—“‘last-in, first- 
out.” Obviously, the procedure is 
never uniformly thus, but it surely is 
not in the order of “‘first-in, first-out,” 
actually characteristic of businesses 
dealing in style and perishable mer- 
chandise. 

It is fair to state that the foregoing 
characteristics influenced Congress, 
in 1938, to permit the use of “LIFO” 
by tanners and by producers and proc- 
essors of certain non-ferrous metals. 
The extension of the privilege to use 
the elective inventory method, in 
1939, to all taxpayers generally may 
be said to reflect a desire to avoid 
discrimination and a belief that the 
“LIFO” method was of much more 
general applicability than had once 
been assumed. 

I cheerfully grant that, from the 
accounting viewpoint, the merchan- 
dise and industrial characteristics 
once ascribed as justifying the use of 
“LIFO” were possibly too narrow. I 
further grant that the method can be 
used, safely and properly, by indus- 
tries other than those to whom the 
“LIFO” privilege was extended in 
the Revenue Act of 1938. 


WHEN First-IN Must BE First-OutT 


But, how about the dealer in cut 
flowers whose stock is ordinarily dis- 
posed of, to a great extent, within the 
week of receipt? Or the wholesale 
fresh fruit and vegetable dealer who 
seeks from 30 to 50 turnovers per 
year? Or the manufacturer of sport 
clothes in demand for a season of two 
months only? Or—you name others. 
Here, “‘first-in’”’ must be ‘‘first-out.” 
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Here, sales are seldom matched by 
covering purchases, but the proce- 
dure is, generally, that purchases are 
made in the hope that sales also will 
be made. True, the amount of money 
invested in stock may be quite con- 
stant, but units are hardly inter- 
changeable and can scarcely be said to 
be indistinguishable one from the 
other. 

No, as a matter of accounting 
theory, “LIFO” method does zot re- 
spond to actuality in some industries. 
It does not appear to be of universal 
application, as a matter of sound ac- 
counting. There may be good reason 
and commendable motive for uni- 
versalizing the employment of the 
“LIFO” method, but sanction must 
be found, I believe, in fields other 
than accounting theory. 


SHORT- OR LONG-LIVED POPULARITY ? 


How general has been the rush to 
adopt “LIFO”? Perhaps it will sur- 
prise you to learn that the adoption 
has not been as general as some have 
believed. Published reports for 1941 
constitute the most readily available 
source of information. At least a few 
concerns which earlier in the year had 
intended to change to “LIFO” de- 
cided not to do so. Last Friday, I had 
308 published annual reports for 1941 
analyzed. They disclose that 13 con- 
cerns employed the “LIFO” method 
for their entire inventory, and 19 ad- 
ditional concerns used “LIFO’’ for 
part of the inventory. Two hundred 
and forty-eight corporations reported 
the use of “lower of cost or market 
value” for all of their inventories, 
Twenty-six corporations reported the 
use of “average cost.’ Twenty con- 
cerns employed “lower of cost or mar- 
ket value” for part of their inventory, 
and three concerns used “‘average cost’’ 
for a portion of their inventories. It 
is seen, therefore, that ‘““LIFO”’ is as 
yet far from being universal.* Its use 


* Epitor’s Note: Dr. Klein has in- 
formed the editor that in later 1941 pub- 
lished annual reports the ratio between 
“FIFO” and “LIFO” has been maintained 
substantially. 


has increased, of course. One may well 
wonder why more concerns have not 
adopted “‘LIFO,” in view of the the- 





oretical merits ascribed, by its more 
enthusiastic proponents, to the method 
as an inventory-pricing device of uni- 
versal application and appeal. How is 
it that not more concerns availed 
themselves of the immediate tax-sav- 
ing possibilities inherent in ‘“LIFO” ? 
It cannot be said that the claimed vir- 
tues of “LIFO” have not been pro- 
mulgated intelligently and insistently. 


“LIFO” SAvINGs 


A few significant figures from some 
of the published reports are pertinent 
to our discussion. Although my data 
are based on published reports, there 
is no reason why the names of the re- 
porting concerns should be bandied 
about. I shall, therefore, merely iden- 
tify the concerns, figures for which I 
am about to present, by mentioning 
their respective industries. Four ma- 
chinery companies reported 1941 tax 
savings of $2,005,000 as a result of 
decreasing their inventories, through 
the use of “LIFO,” by $3,694,000. 
One of these corporations extended 
earlier use of ‘““LIFO.” A rubber or- 
ganization reported a saving in tax of 
$380,000, and an inventory reduction 
of $625,000. A shoe company reported 
a saving of $1,867,000, and an in- 
ventory reduction of $3,027,000. A 
department store disclosed a saving of 
$418,200 and an inventory decrease of 
$561,151. A steel company showed a 
tax saving of $3,600,000 and an inven- 
tory reduction of $5,000,000. A food 
concern showed a tax saving of $13,- 
650,000 and an inventory reduction of 
$20,650,000. Another concern with an 
inventory of $24,000,000 applied 
“LIFO” to a portion of its inventory, 
resulting in the reduction of $100,000 
and a tax saving of $70,000. This 
morning, two published reports of 
leading department stores became 
available, and both revealed that 
“LIFO” had been adopted. One or- 
ganization reported that taxes had been 
reduced by $860,000 and inventory de- 
creased by $2,390,000, while the other 
disclosed a reduction of $1,311,000 in 
taxes and $1,867,000 in inventory. Let 
me observe at this point that the two 
department stores in question and their 
certified public accountants should be 
highly commended for the clear and 








complete disclosure made relative to 
the reduction in net income and tax 
liability resulting from the adoption of 
“LIFO.” Both stores pointed out that 
retroactive legislation is necessary in 
order to effectuate the tax reductions 
shown and that such legislation is ex- 


pected. 
Veuy Isn't “LIFO’’ More POPULAR? 


In view of these instances of actual 
current tax savings, the question per- 
sists: Why have not more concerns 
adopted ‘“LIFO” ? While it has always 
been true that the valuation of inven- 
tories materially affect net income, 
since 1939, when the so-called elective 
method was made available to all tax- 
payers generally, the valuation of in- 
ventories has become a controllable 
factor in a sense that was not true 
theretofore under federal income tax 
procedure. 

How significant the inventory fac- 
tor is currently may be gleaned from a 
report of the Department of Com- 
merce recently released. This report 
shows that the inventories of manufac- 
turers, wholesalers and retailers, at the 
end of 1941, were larger by over six 
billion dollars than a year earlier, an 
increase for manufacturers’ inventories 
of approximately one-third and for 
wholesalers and retailers of about one- 
fourth. These tremendous increases re- 
flect rises both in volume and in price 
level. Holders of these inventories are 
understandingly apprehensive. They 
cannot forget what the 1921 price de- 
flation did to them and their predeces- 
sors. They feel that, if the 1921 price 
level compared to that of 1920 could 
drop over 35 per cent. for all com- 
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tous drops from the levels which prices 
have reached. Mr. Elliott has reminded 
us that some prices fluctuated as widely 
in 1932 and 1933, as a decade earlier. 
Professor Meriam, for the reasons so 
clearly presented by him, is inclined to 
believe—or hope—that post-World 
War II price adjustments may not be 
as drastic as they were two decades 
ago. I hesitate to cross swords with 
him in a field in which his attainments 
are so noteworthy. Still, on the basis 
of my own Newtonian physics (un- 
affected by anything that Albert Ein- 
stein has developed), I am ready to 
fear that whatever goes up comes 
down again. I am not attempting to 
prophesy, because I realize how fre- 
quently history ignores prophets,— 
yes, even distinguished Harvard pro- 
fessors. [ Laughter} 


IMPORTANCE OF INVENTORIES 
IN ASSETS 


When it is realized that merchandise 
inventories, in individual cases, fre- 
quently represent one-third of total 
assets, one-half of current assets, and 
two-fifths of net investment, the im- 
portance of the item looms no larger 
than it should. An analysis of 110 
published annual reports for 1941 of 
concerns in the chemical, food, non- 
ferrous metals, paper, retailing, steel 
and textile industries, reveals that ag- 
gregate inventories amounted to $2,- 
524,000,000 against aggregate capital 
investments of $11,289,000,000 (22 
per cent.), total assets of $12,996,- 
000,000 (19 per cent.), and current 
assets of $5,284,000,000 (almost 48 
per cent.). Here is the analysis: 


Ratio of Inventory to 
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ing methods is presently subject to 
maximum federal income and profits 
taxes of 72 per cent., and may soon be 
subject to a maximum tax of 80 per 
cent. or even more, small wonder it 
is that business and industry are con- 
centrating their attention on the sub- 
ject of improved and “‘safer’”’ inventory 
valuation. 

We recur to the query: Why have 
not more corporations embraced 
“LIFO”? Ingrained conservatism of 
business men can hardly be the sole 
explanation. Undoubtedly, some cor- 
porations, as a matter of deliberate 
policy, have decided that it is safer to 
meet tax liability on a sort of ‘‘pay-as- 
you-go” policy while funds with which 
to pay the tax are on hand. 


THE “LIFO” EcoNomic CYCLE 


But why the conservatism, if ‘“LIFO” 
can actually, as is claimed, level down 
peak profits by stabilizing or leveling 
out all profits? Perhaps the answer is 
found in the realization that the ef- 
fective taxable profit leveling is con- 
fined to the period between the point 
of time at which ‘““LIFO”’ is introduced 
and the later time when prices have 
declined to the starting, or “plateau,” 
or “freezing” point. Let us designate 
this area as the “LIFO Economic Cy- 
cle.” Thereafter, if prices still decline, 
the inventory loss cannot reduce earn- 
ings for federal tax purposes. If 
“LIFO” could be introduced when the 
price level is at or near an all-time low, 
—the “valley” point,—the argument 
in favor of adopting “LIFO,” on in- 
come tax grounds, would be unanswer- 
able. If, however, “LIFO” is intro- 
duced at a relatively high point in the 
price cycle, while taxable income will 
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modities, and 50 per cent. to 60 per When one realizes that pricing of in net income. But, and this must not 





cent. on such basic commodities as 
wheat, sugar, petroleum, hides, pig 
iron, cotton and wool, they must, as 
realists, be prepared against precipi- 


inventories is, after all, a matter of ap- 
plying varying available formulae, and 
that the net income which is disclosed 
by the application of such varying pric- 


be overlooked, if prices decline below 
the “plateau” point, that is, outside of 
and below the area designated as the 
“LIFO Economic Cycle,” inventory 
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losses will mot be reflected in the cal- 
culation of taxable net income. 


WHEN “LIFO” Loses MONEY 


Let me illustrate by the simplest of 
cases in which I assume that the in- 
ventory quantity has remained station- 
ary throughout the six-year period un- 
der review. 

Assume that the corporation has 
shifted to ‘““LIFO”’ at the end of a 
given year, with an inventory, at cost, 
of $2,000,000, and let us designate the 
prevailing price level at that time as 
100. Assume, then, that at the end 
of the second year the price level has 
risen to 110 and the inventory at cost 
to $2,200,000. At this point, in com- 
parison with the “‘first-in, first-out” 
and lower of cost or market value, 
$200,000 of inventory increase would 
not be reflected in net income. This 
is all to the good. Assume, next, that 
at the end of the third year, the index 
has risen to 118 and the inventory at 
cost to $2,360,000. There is a fur- 
ther comparative advantage, due to 
“LIFO,” of $160,000, or an aggregate 
advantage for the two years of $360,- 
000. Now, assume that, at the end of 
the fourth year, the index has 
dropped back to 100 and the inven- 
tory at cost is exactly equal to the 
starting inventory, $2,000,000. The 
drop from the preceding year of 
$360,000 now goes back into the cal- 
culation of net income and the orig- 
inal advantage of $360,000 is can- 
celled. Then assume that at the end 
of the fifth year the index has 
dropped to 95 and the inventory at 
cost is now $1,900,000. If the “FIFO” 
method were employed, the drop of 
$100,000 would be taken into con- 
sideration in determining the amount 
of the taxable income for that year. 
But, under “LIFO,” the drop is ig- 
nored because the inventory is 
“pegged” at $2,000,000. Now, finally, 
assume at the end of the sixth year 
that the index has dropped to 80 and 
the inventory at cost to $1,600,000, a 
further decline of $300,000. This in- 
ventory loss under “LIFO” is not an 
element in the determination of tax- 
able net income, with the result that, 
for the six-year period, under my as- 
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sumed figures, there is a net taxable 
income disadvantage due to “LIFO” 
of $400,000. ‘The income and excess- 
profits tax differential depends on the 
tax rates. 

Recently, a special committee of 
the American Institute of Account- 
ants tested the application of ‘“LIFO” 
to a group of retail stores for the 
period 1932-1940. This committee 
found that profits and taxes under 
“LIFO” for the period reviewed 
would have been higher than under 
the retail inventory method, which, as 
you know, is really a special type of 
the cost or market, whichever is 
lower, valuation device. The unfavor- 
able result was due to declining prices 
during the period. The result in each 
study depends on the starting point. 
Each interested concern should study 
its own data before deciding on 
whether or not to adopt “LIFO.” 
“LIFO” puts a price plateau on inven- 
tory valuation by freezing the cost of 
inventory units at the time of adop- 
tion. As I have already stated, if one 
could adopt ‘““LIFO” at the most ex- 
pedient point,—at the price-valley 
point,—the result would be quite 
ideal. 


FALLING Prices Favor “FIFO” 


As compared with “FIFO,” the net 
income advantage is with “LIFO” un- 
til the price recession has reached the 
“freezing” point, where the advan- 
tage is cancelled out. Thereafter, un- 
til recession has ceased and prices 
have again risen to the starting point, 
the advantage is with “FIFO.” When 
the “freezing” point is reached, and 
net income advantage and disadvan- 
tage has exactly ‘‘washed out,” 
“LIFO” taxpayers will undoubtedly 
wish to be released from their “‘bar- 
gain” with the government. The de- 
cision may lie with Congress. If so, 
it is in the lap of the gods. As I shall 
show in a moment, “LIFO” and 
“FIFO” methods, for good account- 
ing reasons, should give way to a 
sound inventory reserve method. 

To me it is clear that a time must 
come in the economic cycle when 
commodity prices will be much, much 
lower than those of today or of a 


year ago. As you will recall, Profes- 
sor Meriam agrees with me, but he 
believes the decline may be less pre- 
cipitous than in the past. How long 
it will take for prices to break and 
recede to the level of years ago, no 
one can tell. Until the inevitable 
price break, ““LIFO” may, and prob- 
ably will, increase in vogue. But when 
recession sets in, today’s wooers of 
“LIFO” and those who so eagerly 
embraced “her,” may turn to Reno 
or, rather, to Washington, seeking 
release from an “‘irrevocable’ elec- 
tion. Of course, I do not condemn 
every marriage of convenience. But | 
wonder, in the words of the title of 
a once popular song, whether ‘‘Lady 
Lifo” ever hums or whistles: “Will 
you love me in December as you do 
in May?” Tell me how long before 
the recession and I will tell you how 
long “LIFO” will retain popularity. 

Perhaps the situation may be summed 
up in this way: Those who recently 
elected to report taxable net income 
on the “LIFO” basis may have done 
so in the spirit of “‘a bird in the hand 
is worth two in the bush.” Those who 
failed to do so undoubtedly took 
into consideration that the election 
might practically be irrevocable and 
that the Commissioner of Internal 
Revenue might, under his express au- 
thority, adjust inventories for prior 
years and thereby increase past taxes 
to a presently unascertainable extent. 
These may have refrained from chang- 
ing to ‘“LIFO” for fear that they were 
buying a “pig in the poke.” 


INVENTORY RESERVES MAKE 
“LIFO” UNNECESSARY 


I now come to our third and final 
question: Wall “inventory reserves” 
supplant “LIFO” ? 

From the accounting viewpoint, 
“LIFO” method may be described as 
having the effect of an “inventory 
shrinkage reserve” during the“LIFO” 
economic cycle,—the interval be- 
tween its adoption and the point of 
time when the price level recedes to 
the starting point. This is true, ob- 
viously, for quantities or units equal 
to the initial inventory. It is likewise 
true for changes in quantity. If quan- 














tities decrease, the initial “LIFO” 
price basis, applied to such diminu- 
tion, enters into the computation of 
net income. Increases over initial 
quantity are priced on one of several 
approved cost bases and subsequent 
decreases therein are correspondingly 
reflected in the determination of net 
income. 

For the entire period during which 
prices remain within the zone of the 
“LIFO Economic Cycle,” the effect of 
“LIFO” on net income, as compared 
with “FIFO,” is mot to increase or de- 
crease the aggregate amount of such 
income, but to change its annual dis- 
tribution. That and nothing more. 
But such effect is exactly what is 
sought to be accomplished by inven- 
tory reserves. It is for this reason 
that I regard “LIFO” as a sort of 
limited inventory reserve device. Lim- 
ited, that is, in point of time and with 
respect to its field of effectiveness. 

A general inventory reserve would 
make “LIFO” unnecessary. ‘“LIFO” 
would continue to be the favored in- 
ventory device for the relatively few 
industries for which it is a “natural.” 
A general inventory reserve would 
not have to concern itself about 
proper timing, so indispensable a fac- 
tor for those who adopt “LIFO.” A 
general inventory reserve would pro- 
vide for reasonably expected shrink- 
age in value of inventory at each in- 
ventory date. Annual operating re- 
sults would reflect changes in the 
amount of the reserve. When the 
price level had fallen so low as to ex- 
tinguish the reserve, inventory pric- 
ing, on the basis of the lower of cost 
or market value, would reflect the 
truth on the balance sheet, in the op- 
erating statement and, most impor- 
tant, on the tax return. The levelling 
of net income,—the dropping of the 
income peaks and the raising of the 
depression valleys,—‘‘LIFO’s” chief 
claim to immortality, would be auto- 
matic and natural under sound in- 
ventory reserve procedure. Economy 
in operation, simplicity of installa- 
tion, relative ease of audit and con- 
trol, and reasons grounded in equity, 
all combine to justify favoring the 


The Controller, July, 1942 


inventory reserve method over 
“LIFO.” 

There is nothing new or novel 
about the use of reserves in account- 
ing for net income. I have merely to 
mention reserves for depreciation, de- 
pletion, obsolescence, bad debts and 
those available to insurance organ- 
izations. The taxing authorities have 
found no special difficulty with these 
older reserves. No great difficulty 
would be encountered by tax officials 
in administering a statutory provision 


for inventory reserves. 


Post-WAR RESERVES 


Sound accounting recognizes that 
provision must be made for post-war 
adjustments. In this connection, I 
commend to your attention a recent 
Accounting Research Bulletin issued 
by a Committee of the American In- 
stitute of Accountants entitled, ‘“Ac- 
counting for Special Reserves Arising 
out of the War.” Reserves must be 
provided for inevitable post-war 
losses and such reserves should be 
recognized for income and excess 
profits tax purposes. Revenue law 
recognition should be sought, not 
only for inventory losses but for other 
war and post-war losses and expenses. 
The inadequate statutory provisions 
in the Revenue Act of 1918 might be 
used as a basis but they should be im- 
proved upon greatly. The fact that 
Congress has recognized the need of 
a limited inventory reserve, evi- 
denced by its approval of “LIFO,” 
may, perhaps, be an encouraging 
omen. At any rate, in self-defense, 
all of those who have embraced 
“LIFO” should labor unceasingly for 
legislative extension of the reserve 
principle. And those who have not 
adopted “LIFO” should cooperate 
wholeheartedly because the plea that 
inventory reserves should be recog- 
nized in the determination of net in- 
come is grounded in equity and has 
the sanction of sound accounting. 


PREPARE FOR PEACE 


Chairman Reitzel has resurrected 
from my past the fact that once upon 
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a time I was a newspaper man. Asa 
special editor on a local newspaper 
during World War I, I wrote edi- 
torially, and I now repeat: ‘In time 
of war prepare for peace.” It is not 
too early for those not engaged in 
war activity to study post-war prob- 
lems and their solutions. Among such 
problems, one of the most important 
is how to avoid widespread industrial 
and economic disaster due to the in- 
cidence of war taxation. It will be 
found, I am confident, that the em- 
ployment of reserves as a protection 
against income and excess and war 
profits taxes on unrealized and un- 
realizable phantom book profits is an 
available device which should be 
thoroughly understood, sufficiently 
appreciated, and fully utilized. 

The controllers of America have a 
great stake in this matter. They are 
peculiarly well equipped to grapple 
with this intriguing problem. They 
see the financial reports in the mak- 
ing, before the auditor reviews them 
and long before men like General 
Counsel Ginsburg and Chief Account- 
ant Werntz received them. They have 
amply demonstrated their fitness and 
their desire to serve the nation. They 
should not permit the introduction of 
“LIFO” to lull business and industry 
into a false sense of security. They 
must be awake to their task. They must 
not miss a unique opportunity for pub- 
lic service. If they (and others as 
strategically situated) play their full 
part, “inventory reserves,” now used 
by controllers to disclose balance sheet 
and operating truth, will eventually 
supplant “LIFO” for income and prof- 
its tax purposes, except in those indus- 
tries for which “LIFO” is naturally 
well fitted. 

I sense that you appreciate how 
necessary it is for the welfare of the 
nation to have Congress recognize 
the need of permitting taxpayers to 
use reserves in the determination of 
taxable net income. Congress must 
be educated to such recognition. 
Your effectiveness in Washington has 
been firmly established. Here is an 
undertaking worthy of your best, and 
I leave with you in full confidence the 
task which I have outlined. 








Wartime Problems and Responsibilities 
of the Controller 


By William J. Casey 


Mr. President, Members of the Con- 
trollers Institute: I feel somehow that 
in my discussion of controllership 
problems, in my discussion of the war 
program, you as men interested in 
what is going on would perhaps prefer 
that I talk about the dramatic military 
and political phases of the war pro- 
gram. However, even though I may 
hold your interest completely in that 
matter, I would be neglecting the 
sphere in which you men are going to 
contribute to the service of the nation. 


COLLISION OF ECONOMIC SYSTEMS 


The drama implicit in our economic 
problems in planning does not, to the 
average individual, take on the color, 
excitement, and dimensions of life, but 
this group of controllers, the balance 
wheels of your respective corporate 
enterprises, already recognizes the vital 
importance of business and business 
production in modern warfare. You 
understand that today war is far more 
than a clash between military powers, 
between armies and navies, it is a head- 
on collision of economic systems. Mo- 
bilized economy must be met with 
mobilized economy just as truly as blitz 
must be met with blitz, sea power with 
sea power, air power with air power. 

You know that this war will be won 
as much in the machine shops as in 
the trenches, as much on the produc- 
tion line as on the artillery range, as 
much in the councils of business, the 
conferences of business executives as 
in the discussions of the General Staff. 

In that fascinating panorama of our 
national life today, the getting and 
pushing of all-out war production, 
each of you operates as a switchman 
passing to your corporate enterprises, 
to your board of directors, the green 
lights and the red lights as your facts 
and your figures dictate. You switch 
your business on to another track, per- 
haps retrenchment, perhaps reorgani- 


zation, or more probably a conversion 
to war production. 


LIKE A DEPRESSION 


Operating under a price controlled 
economy, in a price-ceilinged atmos- 
phere, is the rough equivalent of oper- 
ating in a depression. Price ceilings are 
the equivalent of the depressed mar- 
kets. Many of us know from bitter 
experience in the depression of the 
last decade the value of adequate cost 
controls in that kind of an atmosphere. 
The task of snatching even a small 
profit from between the pincers of 
price ceilings at the top and the pres- 
sure of rising costs and rising taxes 
from below requires the type of cost 
control which permits management to 
know at every moment exactly where 
it stands so as to make quick and sure 
adjustments. 

The importance of cost control in a 
war economy goes far beyond the 
snatching of a profit. It can be trans- 
lated into terms of channeling the na- 
tion’s productive resources in those 
directions in which the government 
must channel those resources if we are 
to have national survival. 


CONTROLLER IN Key SPOT e 


In negotiating for a war job with 
the government, the controller with his 
grasp of costs is in the key spot. With 
taxes taking as much as ninety-nine 
cents out of the last dollar of corpo- 
rate earnings, the controller charged 
with the job of tax control is more im- 
portant than the sales manager charged 
with developing an aggressive sales 
program. Our national economy, our 
business wealth, has been largely built 
on sales pressure, sales ability, and it 
has been the man whose talents lay 
in the direction of salesmanship who 
has won the highest rewards from our 
system of business enterprise. I think 
that war and its predecessor defense 
have shifted that motivation, ‘shifted 
that reward from sales ability to the 
technical ability of the engineer, the 
accountant, and the man who can di- 
rect a business enterprise in a compli- 
cated economy. 

In fighting a pinch in warehouse 
space, freight car space, and in decid- 
ing where services can be curtailed, the 
controller again finds himself in the 
thick of battle on the production front. 








PRICE CEILINGS, RISING COSTS, AND A WARTIME TAX 
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Finally, but not last in importance, 
the task of planning for a return to 
peace, building reserves to reconvert 
to peace activity, and to cushion the 
blow of a possible post-war depression, 
falls into the lap of the controller. 

I think that unless you provide the 
facts for sound and quick executive 
action, many a business enterprise is 
going to lose its head, faced as it is 
with ceiling prices, rising costs, rising 
taxes, curtailed volume, and all the 
other combinations of forces which can 
so frequently spell bankruptcy unless 
quick adjustments are made. 

I am going to try to cover a wide 
territory this evening. I am going to 
try to cover very briefly each one of the 
main phases of business activity in a 
war economy with which you gentle- 
men are apt to come in contact. 


THE CONTROLLER AND PRIORITIES 


Perhaps many of us think that pri- 
orities are something far removed from 
the province of the controller. I know 
that many of you, if you ever had that 
idea, have already become disillu- 
sioned. I know many men occupying 
the controller's seat in corporations 
throughout the country who find them- 
selves so occupied with priorities prob- 
lems, price control problems, that the 
other phases of their former activity 
have had to be pushed aside or dele- 
gated to other men. Every time a form 
comes into the average medium-sized 
business, I think it is automatically 
tossed to the controller or his staff, be- 
cause they are the only people who 
have contact with forms that would 
scare the rest of us. 

And the trend of the priority system 
away from systems based upon ratings 
—tatings assigned to government con- 
tracts and automatically passed on to 
the purchase of materials that go into 
those contracts, over towards an allo- 
cation of specific quantities of ma- 
terials for specific purposes, for specific 
times, and the measuring of the quan- 
tities of materials to be so allocated on 
a pre-audit basis based upon the use 
of the materials and the direction of 
sales during a representative base pe- 
tiod, the trend which is carried into 
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practice by the production require- 
ments plan—all that has placed a very 
serious responsibility upon the man in 
charge of figures and facts. 

I might mention here at this point 
that to my mind, in this atmosphere 
which war has forced upon business, 
information, facts upon which to base 
quick accurate decisions, has become 
at least as important as capital. 


PrRE-AUDIT PRIORITIES 


I just learned today that the allo- 
cating and channeling of materials to 
distributors, to wholesalers, and job- 
bers, is about to be placed on a pre- 
audit basis. When I say pre-audit 
basis, I mean that the corporation 
which is trying to get materials will 
be asked to show in a complicated 
form, with which many of you are fa- 
miliar I am sure, the direction of the 
sales during a preceding quarter-year 
period, broken down by priority rat- 
ings, broken down by use of product, 
and to project over the next three 
months the requirements of each type 
of material to carry out the production 
scheduled for that three-month period. 
On the basis of that picture, a rating 
will be assigned adequate to get the 
materials required for a specified quan- 
tity of products. 

You must have available full and 
complete statistical data on inventory, 
past consumption, past and future sales 
and requirements. Here is the type of 
information which is being increas- 
ingly required: stock on hand of scarce 
materials, orders placed for all such 
materials and scheduled shipments, 
shipments of such materials received 
or en route, past rates or consumption 
specifying the proportion of defense 
business to total business, orders placed 
by customers giving priority ratings 
of such orders and the intended ulti- 
mate use to be made of the product 
ordered, shipments proposed specify- 
ing priority ratings and intended ulti- 
mate use. Then you have the kind 
and quantity of the scarce material re- 
quired to fill the orders on books, 
again specifying rating and ultimate 
use, and the kind and quantity of 
materials required to fill expected war 
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orders. Then there is the job of seeing 
that materials obtained with priority 
ratings are not directed to non-priority 
uses. 

Then you have your supporting evi- 
dence: The proportion of defense 
business to total business, the propor- 
tion of the scarce material to the total 
value of the product, the number of 
men employed, and there it may help 
to have the number of men employed 
per pound, or per ton, or per other unit 
of scarce material used. This is im- 
portant if a plea for materials is being 
made on the basis that a disproportion- 
ate amount of dislocations or unem- 
ployment would be caused by with- 
holding materials. 

Then, the extent to which substi- 
tutes are being used and the resulting 
savings in materials, or the impossibil- 
ity of using substitutes and reasons; ef- 
forts made to secure the scarce ma- 
terial ; efforts to sub-contract, and so on. 


IMPORTANCE OF USAGE 


To realize the vital importance of 
detailed records and statistical data, 
the tight control over raw material 
usage, it is necessary to understand the 
impact of war times upon an economy. 
The test of business success, I am 
afraid, today veers away from the 
financial statement and gets over to- 
wards the usage made of materials al- 
located to a firm. 

It is true that we still have to meet 
the budget and the costs still have to 
pay out dollars received for services 
and materials. But, increasingly, get- 
ting materials is dependent upon the 
use made of materials. If you cannot 
get materials you do not stay in busi- 
ness. If you do not stay in business you 
cannot produce, and there are no earn- 
ings on the financial statement. 

So getting back to the ultimate anal- 
ysis, the test of business success, the 
test of business efficiency, today is the 
use you extract out of materials which 
you have obtained. 


GERMAN Cost ACCOUNTING 


A major result of industrial mobili- 
zation in Germany was a radically re- 
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vised system of cost accounting, the 
German standard system of cost ac- 
counting which every small and large 
firm in Germany has been compelled 
to use. Germany is cited as an example 
because it is clearly the most com- 
pletely mobilized economy in the 
world, and as I said initially, mobilized 
economy must be fought with mobi- 
lized economy. If this war is a war of 
production and our enemies are squeez- 
ing the last ounce of production from 
limited resources, it appears to me in- 
evitable that we must expect a greater 
degree of control than we have known 
thus far, a tighter more intensive mo- 
bilization to squeeze from our great 
resources every ounce of military pro- 
duction which can be squeezed out of 
them. 


QUANTITIES STRESSED, Not Cost 


This German system of cost ac- 
counting emphasizes quantities of ma- 
terials used rather than the cost of 
materials. It emphasizes the end use 
or the amount of production obtained 
more than the sales revenue. On 
payrolls, the emphasis is completely 
shifted to the number of men used 
per unit of production, per unit of ma- 
terial used. To put it briefly, the em- 
phasis is completely shifted from a 
financial one to one of materials con- 
sumed and end output. 

Now, I do not think we are going to 
go as far as that, and I certainly hope 
we can clean this thing up before the 
inevitable pressure of war drives us too 
far in that direction. I paint that pic- 
ture, however, to illustrate the direc- 
tion in which we are headed, the 
changed emphasis which can be 
quickly picked up in a few minutes’ 
discussion with anyone in the War 
Production Board or anyone in the 
Army charged with industrial mobili- 
zation. Those are the terms in which 
they are thinking. This was very di- 
rectly brought out just ten days ago, 
in the decision to no longer let con- 
tracts on competitive bidding but to 
negotiate them and make price an en- 
tirely secondary matter. They do not 
care what they pay. They want pro- 
duction. They want us to squeeze 


everything out of materials that are 
available, and price and financial con- 
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siderations are being shoved into the 
background. 

At this point, I am not discussing 
repercussions of that policy. I am not 
discussing what it may mean in increas- 
ing the difficulty or making more difh- 
cult the question of post-war readjust- 
ment. The thinking is not in terms of 
post-war readjustment. It is in terms 
of winning the war first, and after 
that has been accomplished, tackling 
the problem of post-war readjustment 
and returning to the ways of peace. 


PRICE CONTROL 


Now, to come to something per- 
haps more directly in line with your 
activities, the field of price control. If 
I were to hazard a guess I would say 
that probably not more than fifty per 
cent. of the men here present, if that 
many, have been concerned with price 
control yet, but I think that that pro- 
portion whatever it may be will sharply 
increase during the next three to six 
months. Mr. Henderson and the en- 
tire war administration are seriously 
worried about the trend in the cost of 
living, about the pressure for higher 
wages, and the entire threat for the 
inflationary spiral, and that worry is 
going to be translated into terms of 
more price schedules, more vigorous 
and forceful enforcement of price 
schedules, more rationing, and perhaps 
a blanket ceiling over prices in this 
economy of ours. 

There are probably nearly one hun- 
dred fifty commodities which are price 
controlled now. There are perhaps 
twice that many which have been in- 
formally controlled or indirectly con- 
trolled by threat, by informal agree- 
ment, or voluntary agreement, and it 
is in this field that I think you are 
going to find a lot of your time occu- 
pied during the next six months. 


QUICKLY FIXED CEILINGS 


The approach of OPA in fixing 
price ceilings has been to move into a 
situation quickly when prices are mov- 
ing rapidly and to check that price 
trend, and to slap a quick ceiling on it, 


‘not particularly worrying about the 


equity or the justice of that ceiling, not 
taking the time to carefully examine 





into costs, finding out whether the 
costs increases have justified price 
rises. To stop that price rise is the 
thought in mind. They are open- 
minded and will listen to hardship 
representations. They are open to pe- 
titions for relief. They may be will- 
ing to amend the ceiling, push it up, 
and they may be willing to extend 
individual relief to individual com- 
panies which can show higher costs 
in the industry as a whole and allow 
them to sell at a level somewhat above 
the ceiling. 


RECORD REQUIREMENTS 


Very definite records as to sales, as 
to prices charged during that period 
and sales terms, including allowances, 
discounts, trade-ins, premiums, service 
charges, and so forth, during this pe- 
riod, should be carefully kept. You 
should have the breakdown showing 
all cost elements during the base pe- 
riod and currently up to date. Pricing 
and costing formula in effect during 
the base period is frequently tre- 
ferred to and frequently frozen. That 
is, if new models are turned out, OPA 
requires that the same pricing for- 
mula, the same rough computation of 
costs, the same allocations of overhead, 
the same profit mark-up, should be 
observed in fixing the price of new 
models, of new commodities produced. 
Increases in the production, distribu- 
tion, transportation, and other costs, 
should be carefully kept. 


HARDSHIP HEARINGS 


As I said at the outset, these price 
ceilings are frequently slapped on 
quickly, indiscriminately, and the only 
way to avoid hardship, to avoid being 
squeezed too severely, is to have the 
cost data and be able to show that the 
price ceiling makes it impossible to 
operate at a profit. In hearing hardship 
cases, OPA has generally taken this 
attitude. They will recognize almost 
any kind of a cost increase. They rec- 
ognized cost increases resulting from 
overtime operations, from curtailed 
production, increasing unit overhead 
costs, increased material costs, and al- 
most any kind of a cost increase. How- 
ever, a firm coming in and saying that 











a price schedule is oppressive would 
not get very much consideration if it 
comes in and shows an increase in ad- 
vertising costs, in marketing costs, and 
so on. 

In passing on a hardship case, OPA 
has been reluctant to consider salary 
increases, bonuses to executives, and 
they have adopted roughly the same 
kind of an attitude that you might 
expect a revenue agent to adopt with 
respect to salaries. They have expected 
firms which have had their production 
curtailed to cut down on consumer ad- 
vertising. They have recognized good 
will and institutional advertising. They 
have been very cold to the last-in, first- 
out inventory method. They have been 
willing to go along with average in- 
ventories, the averaging of inventory 
costs. There is the case of the tobacco 
companies that recently asked for an 
increase in their price ceiling. They 
wanted to mark up their inventory, to 
base their cost on the basis of tobacco 
purchased most recently, although they 
had formerly used an average method 
in costing, in pricing, and OPA turned 
their appeal down cold. 


ATTITUDE TOWARDS ‘“‘LAST-IN, 
FiRST-OUT” 


They are apparently willing to work 
with last-in, first-out where the firm 
can show, or the industry can show 
that over a representative period of 
years they have adopted the last-in, 
first-out or used it. Certain metal and 
mining firms who traditionally and 
consistently use last-in, first-out, can 
use that for the purpose of showing a 
price ceiling unreasonable. 

Another principle which they have 
adopted consistently is not to permit 
the cost increase in itself to justify a 
price ceiling. They have taken the at- 
titude first that profits should absorb 
cost increases, and secondly that cost 
increases may possibly be offset by the 
economies elsewhere. 


CURTAILING OVERHEAD COSTS 


One of the most common types of 
appeals that has been heard up there 
at OPA has been the claim that priori- 
ties on material shortages has forced a 
curtailed level of production and a 
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consequent spreading of the overhead 
costs, and that unit overhead costs 
have been pushed up. They have been 
very severe in taking the attitude that 
curtailed production should mean cur- 
tailed overhead costs, and one must 
prove that every possible effort had 
been made to cut those overhead costs 
to an extent which would be absorbed 
or which would conform to the cur- 
tailed level of production. 


Cost INCREASES 


In deciding what cost increases can 
be absorbed by profits, this has, 
roughly, been the attitude. A corpora- 
tion or an industry should be allowed 
to make, roughly, what it made during 
the 1936 to 1939 base period, the same 
base period you have for excess prof- 
its tax purposes. If they can show that 
increasing costs have pushed their 
profits below that level, they will prob- 
ably get sympathetic consideration and 
some kind of an adjustment, but if 
they cannot show that profits have 
been pushed below that level, they will 
be expected to absorb cost increases 
out of profits above that level. 

Where a corporation has had very 
low profits or no profits during the 
base period, they roughly adopted a 
six per cent. return on capital meas- 
ures. Where a corporation has ex- 
panded, put new capital into the busi- 
ness since the base period, they have 
been willing to apply the return of 
capital during the base period to the 
expanded capital base to figure what a 
reasonable return is and measure the 
justification of cost increases against 
the base period return applied to the 
increased capital. 

Now, there are two kinds of relief 
which OPA has been handing out; one 
is individual relief and the other is 
industry-wide relief, and this ties in 
very closely with what is known as the 
bulk line principle in price control. 
The bulk line principle means that a 
price ceiling should be fixed at a level 
which will get the production required 
out of the industry by the needs of the 
essential civilian economy and the war 
economy. In other words, you have 
to make production attractive to the 
mass high cost producer whose pro- 
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duction is required to meet essential 
war needs. 


AN INbustRyY APPEALS 


Now, in considering hardship cases, 
here is an interesting case which came 
up there last week. This industry con- 
sisting of only sixteen firms walked in 
and claimed that cost increases made it 
unprofitable for them to operate. An 
analysis of their costs picture and their 
profits picture by the OPA accounting 
staff showed this. It showed that about 
eight of the firms could not operate 
profitably at the price ceiling already 
fixed. If the price ceiling were in- 
creased two and one-half per cent., 
only four firms would be below the 
break-even margin. If it were increased 
five per cent., every firm but one 
would be in a position to make money. 
They realized that if they denied the 
increase of the entire industry that 
these eight firms would come in as 
individual hardship cases and would 
petition for ‘individual exemptions 
from the ceiling. The issue drew a lot 
of controversy within OPA and the 
decision arrived at was an increase in 
the ceiling of two and one-half per 
cent. so that only four firms would 
come in as hardship cases. The reason 
for the decision was largely a prag- 
matic one. It is just as much trouble, 
just as much of a headache, requires 
just as much formality to put through 
an order permitting one corporation, 
one firm, to sell above the price ceil- 
ing as it is to increase the level for 
the entire industry, and to take the 
burden off the staff they decided to 
allow an increase to the entire indus- 
try in which most of the firms oper- 
ated at a profit. 

In passing on cost increases, OPA 
is recognizing an accelerated rate of 
depreciation where operations ex- 
pand, they are not recognizing the 
twenty per cent. amortization deduc- 
tion allowed by tax law. They claim 
that is a special tax provision. They 
arte sticking to the useful life of the 
machinery and equipment but are al- 
lowing an increased rate when pro- 
duction hits a high level. They are 
recognizing interest on short term 
notes. They are not recognizing in- 
come and excess profits taxes as a part 
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of cost. They are recognizing excise 
taxes. They ate opposed to escalator 
clauses, to open price contracts. How- 
ever, they have recently come to look 
with favor upon the open price con- 
tract, provided the open price con- 
tract takes the form that the sale will 
go through at the level provided by the 
OPA ceiling at the time delivery is 
called for. 


FREEZING TRADE PRACTICES 


These price schedules are pretty 
much freezing American trade prac- 
tices. OPA is watching sharply for any 
change in trade practice which would 
in effect amount to an indirect price 
increase. For example, if credit terms 
are tightened up without adequate 
justification, they have no jurisdiction 
to stop the practice. If the firm can 
show, or an industry can show that the 
pinch of priorities or the high taxes 
or any other factor is making their 
customers worse credit risks than they 
were before the war, then they can- 
not very well complain about tight- 
ened credit terms. They are, however, 
freezing things like discount terms, 
service charges, and looking upon any 
increase in those extra charges and any 
tightening up of discount terms and 
cutting down of discounts allowed as 
an indirect price increase. 


CASH DISCOUNT PRACTICE 


One thing they look upon as an in- 
direct price increase but cannot do 
much about is the clamping down on 
this discount situation, where, for ex- 
ample, it was the practice to require 
or allow a two per cent. cash discount 
for payment within thirty days and 
then to permit the customer to take 
that discount no matter when he paid. 
Now, with things getting tight and the 
prevalence of a sellers’ market gener- 
ally, clamping down and insisting 
upon the buyers’ adhering to the 
terms of the discount arrangement, 
they feel that is an indirect price in- 
crease but they cannot very well com- 
plain about a seller insisting upon the 
terms of his contract. So clamping 
down on this discount is not looked 
upon as an indirect price increase or an 
evasion of a price schedule. 
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As a point of interest in passing, 
OPA has recently obtained the right 
to look at the earnings of any corpora- 
tion as revealed in the income tax re- 
turns. There is not much point to 
arguing with them about revealing 
earnings statements because they can 
go to the Bureau of Internal Revenue 
and get the information. 

Where a seller finds it impossible to 
sell at the maximum fixed by a price 
schedule at a frozen price, this is the 
usual arrangement. The sale is consum- 
mated at the ceiling price or at a 
higher price, and sometimes the differ- 
ence is held in escrow, or some ar- 
rangement made for the seller getting 
the difference if a price adjustment 
should be made. 

Another interesting point is that in 
passing upon an increase for an in- 
dividual product OPA is looking be- 
yond the cost, the sales price, and the 
profit on that product. They take the 
attitude that a firm can afford to sell 
one product at a loss if the profit on 
the other products is high enough to 
absorb that loss. So in considering 
hardship appeals, they are looking at 
the overall picture, the overall profit 
picture, and not the profit for each 
commodity or each product. 


CUTTING COSTLY FRILLS 


Another thing which you men as 
controllers of manufacturing corpora- 
tions are going to come up against is 
an increasing use of mandatory stand- 
ardization of product, mandatory de- 
frilling, requiring that the frills be 
eliminated, that models and sizes and 
colors and styles be cut. And to get 
the jump on that development, I think 
every forward-looking controller ought 
to analyze his various products now, 
the various models and styles, and de- 
cide which are profitable and which 
are not profitable. Weigh each style, 
each variation in terms of cost, sales, 
and determine which can most profit- 
ably be eliminated, so that if there is a 
reduction of styles and models, as there 
will be in almost every type of manu- 
factured product, you will be in a posi- 
tion to decide which of your line you 
can most profitably dispense with. 

Now, let us very briefly touch upon 
the controllership problems created in 


doing business with the government. 
It appears that more of us are going 
to do business with the government or 
not do business at all. In doing busi- 
ness with the government, you sell 
either on a competitive bidding basis 
or you negotiate a contract with the 
government. Almost universally, con- 
tracts are now being negotiated, and 
the type of contract is either cost-plus, 
in which the corporation is reimbursed 
for its costs and gets a fixed fee in 
addition, or the lump sum type in 
which they get a flat amount which is 
agreed upon. 


A CONTROL To REPLACE 
COMPETITIVE BIDDING 


With the disappearance of competi- 
tive bidding, the decision to give con- 
tracts on a negotiated basis has resulted 
in feeding them out where they can 
most quickly be fulfilled, feeding them 
out at a price which will assure quick 
delivery, with less concern about the 
cost or the price. I may add that some- 
thing is going to take the place of 
competitive bidding as a check against 
profiteering and exorbitant cost—some 
type of control. Just what form this 
will take is not clear yet. There may be 
an auditing of lump sum contracts 
by the government and a re-negotia- 
tion clause. Almost all contracts today 
are containing a re-negotiation clause 
which gives the government the right 
to come and audit even the lump sum 
contracts, and re-negotiate the price if 
it appears that the profit is excessive. 


WHAT Is AN EXCESSIVE PROFIT ? 


Now, just what excessive profit is 
again is a matter of wide dispute. 
There are two viewpoints. The more 
liberal one would allow a ten or an 
eight or perhaps only a six per cent. 
return with the contract. Another 
would look at the corporate enterprise 
picture and would restrict profit on 
all contracts to six or perhaps an eight 
per cent. return on capital. 


ALLOWABLE COSTS 


In the case of a cost-plus contract, 
what costs are reimbursible and what 
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costs are not reimbursible are problems 
with which those of you who have 
worked on those contracts are more 
familiar than I am, but let me make 
the point that you must have a careful 
control of expenditures, a careful 
checking with contracting officers with 
whatever law there may be on the sub- 
ject. You must have an accounting sys- 
tem which will convince the contract- 
ing officers that most of your costs are 
properly allowable against the con- 
tract. In the absence of those, unal- 
lowable costs are going to eat up the 
fixed fee, and profit on the cost-plus 
contract depends primarily upon the 
adequacy of your cost control and 
upon the success you have in working 
out with contracting officers what costs 
will be allowed. 

This is a matter, largely, of antici- 
pating costs which will come up in the 
contract, and specifically covering them 
in drafting the contract. There is also 
the point of checking doubtful costs 
with the contracting officers, getting 
them cleared and approved before 
making the expenditure. There is a 
psychological point here, in that you 
are more apt to get a cost item ap- 
proved before it is incurred than after 
it is incurred. 


EsCALATOR CLAUSE ADVISABLE 


Then in these lump sum contracts 
it is advisable to have an escalator 
clause worked into them. An escalator 
clause provides that the lump sum will 
be adjusted. upwards or downwards as 
material or labor costs go up or down. 
This adjustment is usually worked out 
on the basis of labor and material 
quotas assigned to each quarter-year 
during which the contract is to be 
completed, and unless there is a very 
careful control of costs, material, and 
labor, and the allocating of those costs 
to the proper three months’ period you 
are apt not to get the full benefit out 
of the escalator clause. There may be 
a delay in the contract, the contract 
may not be completed on time, some 
of the costs may be thrown into a pe- 
riod after the completion date, and 
there is apt to be no reimbursement for 
cost increases occurring during the 
concluding portion or concluding pe- 
riod of work on the contract. 
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UNCLE SAM A SLOW PAYER 


Doing business with the govern- 
ment brings up the problem of financ- 
ing expanded operations, expanded 
payrolls, increased inventories, and in- 
creased aid for working capital oc- 
casioned by the fact that many a corpo- 
ration which has been used to a quick 
turnover and not very heavy receiv- 
ables finds itself dealing with Uncle 
Sam who is a notoriously slow payer 
and it finds itself carrying a heavy 
string of receivables. 

Well, there are any number of ways 
of getting financial assistance. Let me 
go over them very briefly. First, work- 
ing capital in long-term contracts. The 
government is willing to advance prog- 
ress payments as the work progresses. 
After twenty-five per cent. of the work 
is completed, twenty or twenty-five per 
cent. of the costs may be advanced. 
More generous than that is the pro- 
vision which allows the Army or Navy 
to make advances, advance payments, 
before work is started on the contract, 
up to fifty per cent. Of that, thirty per 
cent. is to go to a prime contractor and 
twenty per cent. goes to a subcontrac- 
tor, or it is passed on by the prime 
contractor to the subcontractor. 

Then, there is the provision brought 
in by law just about a year ago that 
government contracts can be assigned 
to banks and used as collateral for 
bank loans, say in the case of plant 
expansion or in buying new equip- 
ment to carry out war work. There is 
the method of paying out of the corpo- 
rate pocketbook and recovering the 
costs through the five-year amortiza- 
tion program, charging the costs off 
against taxable income at the rate of 
twenty per cent. a year. 

Then, there is the emergency plant 
facilities contract wherein the gov- 
ernment as part of the contract agrees 
to reimburse the contractor twenty 
per cent. per year for the cost of ex- 
pansion. The contractor is expected to 
finance the expansion and the gov- 
ernment pays off at the rate of twenty 
per cent. a year. There is an option to 
the contractor to buy the plant and 
equipment, title to which passes to 
the government when final payment 
is made at the end of the five-year 
period, the contractor than has an 
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option to buy at the depreciated value 
or at some lower figure which is ar- 
rived at by negotiation. 

Finally, there is the Defense Plant 
Corporation which goes out and 
builds the plant, or at least pays for 
the plant and equipment, leases it to 
the contractor for either a dollar a 
year, or for fair rental value with the 
contract price being adjusted accord- 
ingly to cover the rental figure if a 
figure higher than a dollar a year is 
used, and in that case also the con- 
tractor has an option to buy the plant 
and equipment at the expiration of 
the five-year period. 


HELPING THE SUBCONTRACTOR 


Other burdens which doing busi- 
ness with the Government places 
upon the accounting personnel of the 
corporation, the expansion of produc- 
tion, speeding up of delivery sched- 
ules, are largely being accomplished 
and being urged through the farming 
out of work by the prime contractors 
getting smaller corporations to do 
part of the job. Very frequently that 
places upon the controller or account- 
ing personnel of the corporation the 
burden of assisting the subcontrac- 
tor, the small corporation with costs, 
or negotiating a price with him super- 
vising his costs. 


TAX RESPONSIBILITIES 


Now, let us look at perhaps the 
most important of your responsibili- 
ties, your tax responsibilities. As I 
see it, there are two basic methods of 
holding tax bills down. First, in the 
case of a corporation, getting income 
out of the corporation, getting the in- 
come out to stockholders, in the case 
of smaller corporations, before the 
corporate tax hits, before the triple- 
deck layer of corporate taxes strikes. 
I have in mind of course bonuses, 
pension trusts, and the replacement of 
preferred stock with the interest- 
bearing debentures. Dividends are 
non-deductible, and they are clipped 
first by the corporate tax; debentures 
are not. 

The second general method is that 
of leveling out income, placing in- 
come on an even keel, avoiding peaks 
and valleys. I frequently have been 
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shocked, and I think you have too, in 
going over a corporation’s tax re- 
turns for a five or six year period to 
find that during that period taxes 
actually exceeded income. That was 
for the obvious reason that when the 
corporation earned money it had a 
tax bill to pay. In the succeeding 
years when it lost money, there was 
no refund. Clearly, if corporate in- 
comes could be leveled out, stabilized 
over a period of years, and if the fluc- 
tuating years of high income and low 
income could be avoided, the net re- 
sult over a period of years would be 
a substantial tax economy. 


HIGHER RATE OF DEPRECIATION 


I am going to touch briefly upon 
two things which you as corporate 
controllers should pay very careful 
attention to to achieve this result. 
One is the use of an accelerated rate 
of depreciation in this period. We 
have a Board of Tax Appeals decision 
with respect to feeding unusual ma- 
terials to a machine, using machines 
for purposes for which they were not 
originally intended, using unskilled 
labor in operating these machines, a 
scarcity of repair parts, full peak 
Operations permitting no time for 
tuning up and repair periods. Any 
one of those things might cut short 
the life of the machinery and equip- 
ment. Any one of those things can be 
justification, and has been held to be 
justification by the Board of Tax Ap- 
peals for using a higher rate of de- 
preciation. 

The depreciation goes up in peak 
years and it is readjusted later on. 
There is a higher deduction in the 
high income years when the deduc- 
tion would be most useful and a scale- 
down deduction later on when pro- 
duction will be low and income will 
be low. 


LAST-IN, FirsT-OUT METHOD 


The second thing to which I would 
direct your attention—and I know 
that you have all already studied it— 
is the use of the last-in, first-out in- 
ventory method. I have heard a lot of 
discussion pro and con, I have heard 
opinions to the effect that it is too late 
for last-in, first-out to do any good, 
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that we have already proceeded so 
far in the rising price trend that last- 
in, first-out would not do much good 
now. That is usually based upon the 
contention that although last-in, first- 
out will hold profits down in a period 
of rising prices, it will push prices 
up, make it impossible by marking in- 
ventory values down from cost to mar- 
ket to take off inventory losses for tax 
purposes. 

Last-in, first-out, as I guess all of 
you know, makes profits more nearly 
correspond to out-of-pocket disburse- 
ments during the year and avoids re- 
flecting on the tax return, on the 
income statement, artificial profits re- 
sulting from price increases, and it 
holds income down in a period of 
rising prices. A period of rising prices 
is apt to be a period of high profits, 
and the effect which last-in, first-out 
has of holding down income during 
this rising price period will save more 
on tax returns than the cost of any 
upward pressure LIFO might exert on 
income in a period of declining prices 
and probably declining income. 


WHEN Prices FALL 


The falling price period is apt to 
be a period of low income, of losses. 
Sometime ago I went over a set of 
figures placing the corporate picture 
on the last-in, first-out, for the years 
1926 through 1932, and last-in, first- 
out held the income down substan- 
tially during the 1926 to 1929 period, 
and with the depression and falling 
prices last-in, first-out held the income 
up, increased the income, or rather 
decreased losses, and the net effect 
was that the tax bill was held down 
substantially during the rising price 
period from 1926 to 1929, and that 
during the falling price period, from 
1930 to 1933, two of those years were 
loss years, the other was a low income 
year—so that last-in, first-out did not, 
increase the tax bill. 

Well, gentlemen, I have covered a 
rather wide area of territory. I think 
I have talked somewhat longer than 
I expected to. I am reminded by the 
scope of territory I have had to cover 
—just to scratch the surface of the 
thing you are interested in—of the 
story they used to tell about the late 





great hotel executive, Ralph Hitz. His 
first job, the job to which he attributed 
his success in the hotel field, was in a 
hotel in New Mexico where he was 
manager, janitor, porter, chamber- 
maid, cook, dish washer, and about 
everything else, and to do an effective 
job of controllership in these days, I 
think you fellows have to be lawyers, 
accountants, politicians, labor an- 
alysts, economists and psychiatrists. 
Thank you, gentlemen. [Applause] 

Question: Mr. Casey, I would like 
to ask you a question in connection 
with the’ defense contracts on the 
lump sum arrangement as to the 
escalator clause on both material and 
labor. Isn’t that based on an index de- 
veloped by the government as against 
your own individual variation in 
labor and material ? 

Mr. Casey: The adjustment is based 
upon the rise in the cost of wages and 
the cost of materials shown by the 
statistics of the Bureau of Labor Sta- 
tistics. It is worked out according to 
a quarterly quota which is set up in 
negotiated contracts. The labor costs 
and material costs are projected over 
each quarter of the term during 
which the contract is expected to 
run, and then the actual costs during 
that period are compared with the 
quota costs and the increase in the 
costs as shown by the Bureau of La- 
bor Statistics, and the percentage of 
increase is applied to that quota, and 
the adjustments, either up or down, 
are made on that basis. So far the al- 
location of costs to each quarter a 
faulty setting up of quotas or a faulty 
estimate of the percentage of work to 
be completed in each quarter, will dis- 
tort the picture and entitle you to 
either a greater adjustment than ordi- 
narily permitted or a smaller adjust- 
ment, and the contracting officers are 
pretty shrewd at seeing that it does 
not work your way. 

Question: Mr. Casey, to what ex- 
tent has the Department of Labor at- 
tempted to reconcile the exemptions 
between the Wage-Hour Act and the 
Walsh-Healy Act? On the latter act 
reference is made to supervisors, and 
I believe the Wage-Hours exemptions 
are somewhat more broad. 

Mr. Casey: There has been no at- 














tempt to reconcile them. I do not 
know whether it is right to say the 
Wage-Hour exemptions are more 
broad. I think that in the case of su- 
pervising employees and clerical em- 
ployees, the Walsh-Healy exemptions 
are more broad. The Wage-Hour 
exemption exempts executives and 
administrative employees only if they 
earn a certain amount of money— 
$200 a month for administrative em- 
ployees and $30 for executives. The 
Walsh-Healy Act exempts any su- 
pervising clerical employees. 

Question: What about profes- 
sional ? 

Mr. Casey: The professional em- 
ployees are exempt in Walsh-Healy. 
I think that draftsmen and engineers 
working right on a contract are prob- 
ably not exempted, but your account- 
ing personnel and your legal per- 
sonnel are exempted under the 
Walsh-Healy Act. 

Question: I am particularly inter- 
ested in professional employees, en- 
gineers, draftsmen. 

Mr. Casey: I am not sure off-hand, 
but my impression is that draftsmen 
working on a contract are covered by 
the Walsh-Healy Act, engineers work- 
ing right on the contract. 

Question: Irrespective of salary? 

Mr. Casey: Irrespective of salary in 
every case. Salary makes no difference 
in the Walsh-Healy Act at all. 

Question: With respect to the very 
interesting talk that you gave on the 
OPA, would you say anything as to 
whether or not in deciding whether 
an increase in price would be sub- 
mitted a subsidiary company would 
stand alone? 

Mr. Casey: Where there is a com- 
plete subsidiary corporation, a one 
hundred per cent. subsidiary or where 
a very large proportion of the stock 
is held by a parent corporation, they 
have been insisting upon looking at 
the parent’s and the consolidated 
earning statement. Let me make it 
clear that OPA insists there are no 
hard and fast rules. What I have ex- 
plained here is the attitude which I 
have observed there. 

They are bound by the Price Con- 
trol Act not to change the ordinary 
trade practices, the methods of doing 
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business, and where there has ordi- 
narily been a consolidated statement 
they have a clear right apparently to 
insist upon looking at the consoli- 
dated statement. Where the parent and 
the subsidiary put up separate and 
individual statements for tax pur- 
poses and other purposes, I am not so 
sure about the strength of their posi- 
tion. But it is largely a matter of dicker- 
ing with them anyway. 

Question: Just one question that I 
would like to submit in connection 
with your anticipation of the new 
legislation down there. I am not ask- 
ing this from the corporate point of 
view. There seems to be considerable 
interest in the sentiment in Congress 
regarding the joint return of husband 
and wife in this new legislation. Have 
you had any information on that? I 
know of instances where it is going 
to make quite a difference in the re- 
turns of the individuals that are in- 
volved. 

Mr. Casey: Well, the Treasury of 
course wants mandatory joint returns, 
and as was indicated when Congress 
turned down mandatory joint returns 
at the last minute last year, there is 
very heavy sentiment in Congress 
against it. But my guess is that this 
time it is going to ride through over a 
lot of objections, and I think that 
there will probably be some exemp- 
tion thrown in for earned income. 
There probably will be some kind of 
adjustment or exemption in there, 
but I think the mandatory joint re- 
turn will go through in some form. 

Question: You made a reference to 
the fact that some modification of the 
Vinson Act might be applied to the 
lump sum contracts. Does not the 
Vinson Act presently cover lump sum 
price-fixed contracts? 

Mr. Casey: The Vinson Act is no 
longer in effect. The Vinson Act was 
repealed with the passing of the ex- 
cess profits tax in 1940. 

Question: You mentioned that 
some contracts may be modified so as 
to scale down excessive profits ? 

Mr. Casey: Yes. 

Question: Is any relief being con- 
templated to compensate for errors in 
bidding ? 

Mr. Casey: Well, no specific relief 
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is being contemplated, and most of 
those things do not work two ways. 
It happens that this does. The Army 
and the Navy have been reasonably 
liberal in re-negotiating contract 
prices, particularly since Pearl Har- 
bor, and they are becoming less ‘con- 
cerned about price. The thing has 
usually come up where in order to 
speed things up they put an extra 
shift on or start to work around the 
clock or sub-contract a lot of work, 
and where the costs have increased 
they have been pretty liberal in re- 
negotiating contracts. The procedure 
there has been to take it up with the 
contracting officer on the job and put 
it through channels. 
Question: Is there any possibility of 
eliminating the average earnings basis ? 
Mr. Casey: I do not think there is 
any possibility of eliminating the 
average earnings basis. I think that 
although the Treasury did not request 
any reduction of the average earnings 
exemptions that it is going to come up 
during the jockeying on the bill, and 
I would say there is a good chance of 
some reduction of the average earn- 
ings basis. I do not think there is any 
danger of elimination at all, but re- 
duction I think is a distinct possibility. 
Question: If there is to be a sales 
tax, do you think there is a likelihood 
that the Treasury will lower its de- 
marids with respect to the surtax; in- 
stead of increasing to a maximum of 
thirty-one per cent., would it be sat- 
isfied with something below that? 
Mr. Casey: Well, I think the quid 
pro quo for the sales tax will be a re- 
duction of personal income taxes, a 
reduction of the individual income 
tax rates that the Treasury asks. I 
think that if there is a reduction in the 
corporate surtax it will be compen- 
sated for by some reduction of the 
excess profits credits. I think that is 
going to be where the trading will 
take place—the sales tax for lower 
individual rates, and manipulating 
with the excess profits credits for a 
lower normal corporate tax, corpor- 
ate surtax, and a great many corpora- 
tions would be glad to see a reduction 
of the excess profits credit if they got 
a reduction in the excess profits tax— 
a corresponding decrease. 


SEO LTE SEE LE EET TET 





The Controller, July, 1942 











| Brief Items from Here and There of Intgest 


- io 





Economic Inquiry Deferred by War 


A long-range program of the Cowles 
Commission for Research in Economics of 
the University of Chicago, directed to 
analysis of factors determining rates of 
investment by advanced statistical and 
mathematical procedure, is another re- 
search casualty of the war, a decennial re- 
port of the commission disclosed last 
month. 

The organization is affiliated with the 
Econometric Society, an international 
group for advancement of economic 
theory in its relations to statistics and 
mathematics. The commission is defer- 
ring its investment rate analysis program, 
Alfred Cowles, the president announced, 
and is studying war price controls. 

The investment rate analysis was di- 
rected ultimately to a consideration of the 
obstacles to full employment of produc- 
tive resources. It had to be deferred, the 
report explained, because new and urgent 
economic problems had arisen and oppor- 
tunities for observation of normal price- 
making processes had “nearly disap- 
peared.” 

The study of war price controls is be- 
ing undertaken jointly by the commis- 
sion and the price conference of the Na- 
tional Bureau of Economic Research. It 
will make a theoretical analysis, a study 
of statistics and other information relat- 
ing to price and wage phenomena, and a 
field investigation through interviews 
with buyers and sellers. Its objective is to 
appraise various types of price-control 
methods and the administrative devices 
for implementing them. 

Several research projects begun by the 
commission, including systematic ap- 
praisal of stock-price forecasts, are being 
continued. 


Accountants Urge Shift to Fiscal 
Year in Reporting 


By changing their accounting periods 
from the calendar year to the natural 
business or fiscal year, companies not en- 
gaged in all-out war production were told 
recently they would “clear the decks” for 
bankers and accountants to serve the in- 
creasing requirements of companies giv- 
ing their full time to war output and not 
at present in a position to make the 
change. 

Adoption of such a policy was urged 
at a luncheon of the New York State So- 
ciety of Certified Public Accountants at 
the Waldorf-Astoria Hotel, at which busi- 
ness executives, bankers, credit men, law- 


yers and association representatives were 
present. Held for the purpose of discuss- 
ing problems of financial reporting under 
wartime conditions, the meeting heard 
brief talks by Messrs. J. Arthur Marvin, 
Saul Levy, Philip F. Gray, Philip L. West, 
Walter A. Cooper, and A. R. M. Boyle. 


Proceedings of Columbia’s Accounting 
Institute 


The Controllers Institute of America is 
pleased to acknowledge receipt of two 
copies of “Current Problems in Account- 
ing—Proceedings of The Accounting In- 
stitute, 1941.’’ Columbia’s Third Account- 
ing Institute took place during the 
afternoons and evenings of October 30 
and 31, 1941, the technical papers being 
heard and discussed in the Horace Mann 
Auditorium, and the concluding dinner 
session at John Hay Hall. 

The Accounting Institute is sponsored 
by the Department of Accounting of the 
School of Business, Columbia University, 
and is designed as a forum for the ex- 
position and consideration by scholars 
and practitioners of the practical prob- 
lems of accounting, and its philosophical 
background for the purpose of improving 
and enlarging the profession’s contribu- 
tions to business and contemporary civil- 
ization. 

Mr. John A. Donaldson, president, 
Controllers Institute of America, spoke 
on “Problems of Industrial Accountants,” 
and Mr. Paul D. Preger, controller, 
North America Company, another mem- 
ber of The Institute, was one of the dis- 
cussion leaders. 


15,000 Banks Receive Manual on War 
Production Loans 


The American Bankers Association, in 
June, mailed to the 15,000 banks of the 
nation a forty-page manual on war pro- 
duction loans, generally known as Fed- 
eral Reserve Board Regulation V Loans, 
which are guaranteed by the Reserve 
Banks in whole or in part where the 
commercial bank feels it cannot assume 
all the risk. It is pointed out, however, 
that as a matter of practice no guarantees 
are being given in excess of 90 per cent. 
of the amount of the loan, except in un- 
usual cases. 

“While the rate of interest that may be 
charged borrowers on this type of loans 
to suppliers of the Army, Navy and Mari- 
time Commission, the amount received by 
the lending institution is less than the 
rate charged the borrower, because the 


banks must pay fees for the guarantee or 
commitment to purchase,” the manual 
points out. “These fees run from ten per 
cent. up to more than one-third of the 
interest rate charged agreed upon. 

“On loans guaranteed by the Reserve 
Banks up to 75 per cent., the fee charged 
by the Reserve Bank ranges from ten per 
cent. to 20 per cent. On loans guaran- 
teed from 76 per cent. to 90 per cent., 
the fee is from 20 per cent. to 30 per 
cent., and on guarantees from 91 per 
cent. to 100 per cent., the charge is from 
30 per cent. to 40 per cent. of the inter- 
est charge made against the borrower. 
Under the regulations the maximum ma- 
turity for these guaranteed loans is five 
years.” 


Backs Tax Deduction for Pre-War Debts 


To help individuals retain their homes 
and life insurance and to save business 
men from defaulting on securities, J. 
Cheever Cowdin, chairman of the com- 
mittee on government finance of the Na- 
tional Association of Manufacturers, en- 
dorsed recently a proposal of Senator 
Walter F. George, chairman of the Senate 
Finance Committee. The proposal would 
include in the 1942 tax bill a provision 
permitting deductions from the gross in- 
come of taxpayers to meet debt obliga- 
tions contracted prior to this war period. 


“Inflation Test” Applied to Wages 


William H. Davis, chairman of the 
War Labor Board, indicated May 20 that 
pay disputes would be settled in the fu- 
ture in the light of President Roosevelt’s 
declaration of April 27 outlining to Con- 
gress an anti-inflation program which 
would free most wages at “existing 
levels.” 

Mr. Davis said during a wage hearing 
that the board, in applying this policy, 
should not consider how long disputes 
had been under discussion or how far ad- 
vanced they were toward settlement. 


Tax Anticipation Notes 


In estimating probable Federal quar- 
terly income tax revenues it is necessary 
to guess the amount of tax anticipation 
notes to be presented in lieu of cash. 
The June 15 taxes were expected to ag- 
gregate about $2,500,000,000, of which 
tax motes were estimated to comprise 
$600,000,000. In the previous quarter 
only $525,000,000 of tax anticipation 
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notes were turned in, as holders with 
available funds preferred to retain their 
tax notes for the sake of the yield. Mean- 
time, sales of the tax notes by the gov- 
ernment continued. Since the tax antici- 
pation notes were first put on sale on 
August 1, 1941, sales have amounted to 
more than $3,800,000,000. 


Australia to Revise Income Tax System 


The wartime complexity of Australia’s 
fiscal problems has been magnified by the 
budgetary requirements of State govern- 
ments, which represent a more serious 
difficulty there than in the United States, 
according to the Guaranty Survey for May, 
issued May 25 by the Guaranty Trust Com- 
pany of New York. 

“Progress in the simplification of in- 
come taxes is indicated,” the publication 
says. “The Commonwealth Government 
is proceeding, despite opposition from the 
States, with legislation to suspend the 
separate taxing of incomes by State gov- 
ernments, which are to be compensated by 
allocations, for the duration of the war, 
of Federal revenue proportioned on the 
basis of their pre-war expenditures. 


Corporate Profits Drop Eight Per 
Cent. This Year 


Profits of American corporations dur- 
ing the first quarter of 1942, after re- 
ported tax deductions, were approxi- 
mately eight per cent. less than in the 
last quarter of 1941 on a seasonally ad- 
justed basis, the Department of Commerce 
estimated in a June issue of the Survey 
of Current Business. 

Unadjusted net profits in the first quar- 
ter of 1942 maintained a slight margin 
over the first quarter of 1941, but showed 
a decrease to an estimated $1,517,000,000 
from $2,056,000,000 in the fourth quarter 
of last year. 

Stoppage of automobile production at 
the end of January was a factor in the 
decline in corporate profits, the article 
states. Another important element was 
the provisions made by corporations for 
expected increases in taxes. Provisions 
for income taxes, the article states, con- 
stituted a considerably larger proportion 
of net income before tax in the first quar- 
ter of 1942 than in the corresponding 
quarter of last year. 

“The decline in corporate profits,” the 
article continues, ‘was dominated by the 
decrease in reported earnings of manu- 
facturing concerns, a movement that was 
reinforced by fairly sharp decreases in 


profits of power and gas and wholesale 
trade companies. Declines in profits of 
railroads and retail corporations of con- 
siderably less than the customary seasonal 
tended to limit the drop in the adjusted 
index of total corporate profits. Changes 
in earnings of other industries deviated 
by only small amounts from the seasonal 
movements that characterized the past 
few years. 

These estimates of quarterly corporate 
profits are based upon corporation in- 
come statements. Manufacturing profits 
in the first quarter of 1942 are estimated 
at $859,000,000, the article states, which 
compares with $1,197,000,000 in the 
fourth quarter of 1941. 


Retailers Form Inventory Unit 


A committee composed of representa- 
tives of nearly 20 national retail trade 
organizations has been set up to compile 
retailers’ views on proposed War Produc- 
tion Board inventory control and submit 
recommendations and comments to the 
Government agency, it was announced 
June 4. 

Dr. David R. Craig, president of the 
American Retail Federation, said the need 
for inventory control had not been defi- 
nitely established and that a representa- 
tive from the W.P.B. would be invited to 
attend the first meeting to explain the 
government’s case. 


Income Gains Turned to Losses by Taxes 


Substantial gains in the incomes of 270 
industrial corporations in the first quarter 
of the year before deductions for Federal 
income tax and contingency reserves were 
converted into equally large declines in 
net after taxes, according to the analysis 
of the Division of Industrial Economics 
of the Conference Board announced re- 
cently. 

Income after taxes for the first three 
months of this year was 25 per cent. be- 
low the same period in 1941, although 
earnings before the deduction showed 
an increase of 29 per cent. during the cor- 
responding quarter. 


Puerto Rico Gets Delay on Price Law 


On instructions from Washington the 
Office of Price Administration’s ceiling 
rules were temporarily reversed in Puerto 
Rico May 24 following a united protest 
from organized merchants that the law 
compelled them “to buy high and sell 
low.” 


Merchants refused to accept the ruling, 
as explained by Dr. Rupert Emerson, Ter- 
ritorial Price Administrator, and Wallace 
Cohen, counsel, that prices on the island 
must be the same as those on the eastern 
seaboard, that is, no higher than the high- 
est March prices. The islanders contended 
that they were entitled to add ocean 
freight and insurance, plus other fixed 
handling charges. 

The Washington message instructed 
price officials to take up with merchant 
representatives the question of an equit- 
able price policy limiting the sellers’ 
profits but assuring sale to consumers of 
staples at reasonable prices. 


99% At G.M. Buy War Bonds 


The Treasury Department announced 
May 17 that more than 99 per cent. of the 
236,000 employes of the General Motors 
Corporation are now investing almost 
seven per cent. of their wages in War 
Savings Bonds, the average monthly sub- 
scription per employe being $16.10. 


$3,120,486,260 Lent to Aid in 
War Production 


In a survey covering 406 of the largest 
banks in the United States, the American 
Bankers Association in its quarterly re- 
port on war-lending activity disclosed that 
these banks, which are in 159 cities, had 
$3,120,486,260 of war-production loans 
outstanding on March 31. This was an 
increase of $891,196,800 in the quarter. 

The survey shows that the war-produc- 
tion loans on March 31 was classified as 
follows: 

For supplies and equipment, $1,641,- 
827,768; new plant facilities and construc- 
tion, $895,679,751; working capital loans 
contributing indirectly to war produc- 
tion, $562,015,741; miscellaneous loans 
for war-production purposes, $20,963,000. 


U.S. Collections Set up a Record 


The Treasury announced May 20 that 
since the beginning of the calendar year 
government receipts from taxes, borrow- 
ings and all other sources had totaled 
$15,797,000,000, a record for any country 
at any time in four and one-half months. 

Of this total $4,208,000,000 was real- 
ized through the sale of Treasury bonds, 
$3,905,000,000 in income taxes and $3,- 
117,000,000 from the sale of War Savings 
Bonds and Stamps. 





Current Trends and Persistent 


Problems 


Accounting is composed of the 
practice and the establishment of a 
set of rules, procedures, doctrines, 
and the like, regarding the financial 
position and history of business en- 
terprises and the application of these 
principles or rules to specific enter- 
prises. For convenience in thinking 
and in discourse accounting is sub- 
divided in many ways, one of which 
is the subdivision into theory and 
practice. 

A theorist in accounting is one 
who examines the rules and princi- 
ples, and tries to determine the con- 
sequences resulting from each and to 
evaluate these consequences in terms 
of broad social standards taken from 
without the field of accounting 
proper. Theory, then, is a type of in- 
quiry, an approach, which takes ex- 
isting principles or advances new 
principles, points out the probable re- 
sults, and by comparing these conse- 
quences with standards from other 
fields attempts to reach value judg- 
ments regarding the relative desira- 
bility of various alternative courses. 

The practitioner, on the other 
hand, accepts the recommended prin- 
ciples and uses them in collecting, 
handling, presenting, and interpret- 
ing the financial patterns of indi- 
vidual enterprises. 

It should be clear that extreme care 
must be used in assigning a particular 
individual to either of these types—a 
theorist obviously must be familiar 
with the techniques which he must 
evaluate and the practitioner should 
be able to answer intelligently the 
questions of his clients who wish to 
be advised regarding the merits of 
and possible changes in various meth- 
ods. 


CAUTIOUS IN GENERALIZATIONS 


In accounting one must be espe- 
cially cautious in generalizing his 


in Accounting Theory 


By Dr. Carl T. Devine 


conclusions, since the scope of busi- 
ness activity to which his recom- 
mendations apply is extremely var- 
ied. Furthermore, problems are com- 
plicated by the conflicting interests of 
those who wish to make use of his 
data. To some extent the interests 
of owners and prospective owners, 
creditors, both long and short term, 
management, and the numerous gov- 
ernmental agencies are identical, but 
it is nevertheless true that the results 
of certain procedures are often more 
desirable to some groups while the 
results of alternative approaches are 
preferable to others. A careful weigh- 
ing of the relative interests is there- 
fore necessary unless multiple or spe- 
cial-purpose statements are to be pre- 


pared. 
SPECIAL-PURPOSE REPORTS 


The use of special-purpose reports 
has been widely discussed and urged 
by various accountants, but the limi- 
tations of this recommendation are 
obvious. Since management has at 
its disposal the services of internal 
accountants and statisticians, it is not 
surprising to find public auditors us- 
ing procedures which may be ex- 


pected to aid those not intimately 
connected with the organization, that 
is, its investors and prospective in- 
vestors. Agreement as to the view- 
point which should be considered 
dominant is the basis for many of the 
changes in current reporting. This is 
not to imply that management has 
been disregarded, for the efforts of 
the cost accountant are, or should be, 
directed almost entirely to his inter- 
ests. 

The rise to dominance of the in- 
vestors’ interests led first to increased 
attention to the determination of in- 
come and relatively decreased atten- 
tion to that snapshot picture of fi- 
nancial condition, the balance sheet. 
Investors, themselves, had already 
reached the conclusion that the value 
of their securities rested almost en- 
tirely on earning power and that the 
accountants’ book values, including 
the much overworked current ratio 
were of only secondary importance. 
That is, intelligent investors realized 
that investments over time require 
estimates of flows of income and 
funds and not isolated pictures of 
conditions at the ends of arbitrary 
periods. 








ACCOUNTING THEORY AND PRACTICE: A PAUSE FOR 
INVENTORY AND EVALUATION 


A distinguished review of current trends and recurrent prob- 
lems in accounting theory is presented in this address, delivered 
on May 11 by Dr. Carl T. Devine before the Kansas City Control 
:of The Controllers Institute of America. 

Dr. Devine is Instructor in Accounting at the University of 
Kansas City, and the author of a book published in May by 
the Ronald Press Company, entitled: “Inventory Valuation and 
Business Income.’’ His summation of the present day status of 
accounting theories is a dynamic and swiftly changing business 
world is of interest to all controllers, concerned as they are with 
the practical changes that sift but gradually upward to affect 
the concise and often complacent world of theory. 


—THE EDITOR 
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|= call this hot? Why, soldier, folks up thissaway 
don’t know nothin’ about hot! I recollect one time, 
I was stationed at Fort Wotchamacallit in Texas. One 
day, along about noon, I seen a hungry coyote chasin’ 
a seared jack-rabbit. And, sonny, it was that hot they 
was both walkin’. 
s 7 e 

Fertilized by a tradition of Bunyanesque exaggeration, tall 
stories and far-fetched yarns flourish like crab-grass in 
the soil of America’s mind-challenging vastness. 


But there is, as the man says, a time and a place for 
everything. And in the conduct of war, accuracy is as essen- 
tial on the industrial battle-front as in the “greenhouse” of a 
Flying Fortress or the fire-control station of a battleship. 


To achieve that accuracy, with the greatest possible 
speed and at the lowest possible cost, the Management of 
America’s business and industry relies increasingly on 
Comptometer adding-calculating machines, and time- 
saving Comptometer methods — particularly in the figuring 


of costs and payrolls. 


COMPTOMETER 


Felt & Tarrant Manufacturing Co., 1734 N. Paulina St., Chicago, IIl. REG. U.S. PAT. OFF. 


ADDING-CALCULATING MACHINES 
335 





4 
| 










336 
CONCEPTS OF INCOME 


The emphasis on income reporting 
immediately gave rise to a reexamina- 
tion of the concepts of income. The 
concepts of income are numerous, 
and the theorist in this connection has 
two problems: First, what meaning 
of income is implied by the different 
procedures now in use and, second, 
what meaning of income can be ex- 
pected to be most useful to the in- 
vestor class. 

In accounting, and usually in eco- 
nomics, the accepted definition of in- 
come is the increase of assets from 
operations which is not necessary to 
keep the business going with approxi- 
mately the same income prospects. 
The measurement of “identical in- 
come prospects” is certainly out of 
the question, and accountants have 
compromised by trying to maintain 
the invested dollar capital. The pro- 
cedure for determining income fol- 
lows: the limits of the enterprise 
whose income is to be reported is 
carefully defined; costs are deter- 
mined in relation to those outside the 
entity so defined; points are selected 
for recognizing revenues. At the end 
of an accounting period rules are ap- 
plied to estimate the amount of costs 
expired (capital consumed). Income 
is thus determined indirectly by sub- 
tracting from the new asset values, 
represented by revenues, the amounts 
considered necessary to keep the cap- 
ital intact (expired costs)—the re- 
mainder is the admitted increase in 
asset values from operations and con- 
stitutes the basis of income measure- 
ment. 

The most important development 
of accounting in this respect to the 
crystalization of the “principle,” so 
well enunciated by Paton and Little- 
ton, that income is to be measured by 
matching the “accomplishment” and 
the “effort exerted” of a firm with re- 
spect to definite time periods. This 


principle has some rather serious con- 
sequences not all of which are desir- 
able. Let us look at some of the more 
important of these. 
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THE DEPRECIATION PROBLEM 


The depreciation problem is no 
longer one of measuring the decrease 
in value for each unit of plant prop- 
erty. This approach is undersirable 
for several reasons of which the elu- 
sive nature of the value concept is 
not the least. In fact, the accountant 
has been so hard pressed that he has 
invented or resurrected a strange new 
animal to take its place with others 
equally strange—the concept of “‘go- 
ing-concern value.” When pressed 
as to the nature of this label, he fell 
back on the classical economists’ 
“use” value and answered that it rep- 
resented the value of the assets to this 
particular firm provided the enter- 
prise continued operations. 


THE Cost APPROACH 


The cost approach is at least more 
honest, if not more useful. A fixed 
asset represents service possibilities 
for which a fund of current capital 
has been “‘sunk.’”’ The fundamental 
problem of depreciation is the allo- 
cation or assignment of this cost to 
the various periods. One possibility 
is to expense the entire cost immedi- 
ately, start with a deficit, and not be 
bothered with future depreciation 
charges until replacement. A possi- 
bility at the other extreme is to ex- 
pense the cost when the unit is re- 
tired; the preceding periods do not 
have any recognized depreciation. 
Clearly both of these approaches are 
thoroughly unreasonable, but just 
how should this sunk cost be spread ? 
Various rules are found in practice, 
for example, straightline, interest 
methods, percentage of diminishing 
balance, activity measurements, and 
the like, but how are we to judge the 
merits of each proposal? One ap- 
proach is to assume that each period’s 
revenues should be charged accord- 
ing to the benefits received. This as- 
sumption is, of course, little help in 
measurement but it gives a vague 
guide for testing the various meth- 
ods. 

Advocates of the cost method, fur- 
thermore, do not claim that the so- 





called book value of fixed assets are 
“values” in any recognized sense of 
the word. The accountant’s carrying 
figure is only the amount of original 
cost which the accountant has not 
taken to operations by one or more of 
the rules whose legitimacy is unques- 
tioned. 

At present, the depreciation of 
peak-capacity assets—standby equip- 
ment— is receiving serious consider- 
ation. It seems thoroughly reason- 
able in light of the benefit theory to 
write off this peak-load equipment to 
only the periods which receive bene- 
fits from it. This argument may be 
extended to cover ordinary idle ca- 
pacity depreciation. If the idle ca- 
pacity is to care for prosperous times 
and is needed only in these years, it is 
foolish to be a slave to a customary 
rule and hold that the poor years 
should stand practically as much de- 
preciation as the periods which make 
use of the equipment. Of course, if 
there has been a serious mistake and 
the plant is the result of unwarranted 
optimism, most accountants admit 
that the loss due to this sort of blun- 
dering should be taken as soon as as- 
certained. 


INVENTORY VALUATION 


Inventory valuation is essentially a 
process for allocating the cost of 
goods made available for sale be- 
tween the current period on the one 
hand and future periods on the other. 
This process assumes that costs at- 
tach to the stocks and expire as the 
physical units leave the firm and 
make their contribution to the rev- 
enues recognized. The historical cost 
“principle” means that the income 
element arising from the purchasing- 
processing-selling cycle is recognized 
only at the point of sale, that is, at the 
end of the series of events which con- 
tribute to the income of the firm. 
Services rendered by the enterprise 
are not given recognition unless the 
goods are sold, except, of course, for 
the percentage-of-completion and the 
use of replacement costs. 

There are, nevertheless, several 
complications which arise from the 
application of the cost principle. It 





























is true that pricing inventory at mar- 
ket (which admits value increases be- 
fore the point of sale) and at ad- 
justed selling prices are excluded, but 
even if the sales event is used as the 
test for income recognition, there re- 
mains an important problem. Should 
cost be applied to the total stock of 
goods as a unit or to the individual 
units of stock as separate assets? The 
average methods view broad classes 
of stock as one cost and write a pro- 
portionate amount of the total to op- 
erations on the basis of physical 
count. On the other hand, the identi- 
fied-unit-cost method applies the cost 
principle in detail to the individual 
units of stock. Methods of approxi- 
mating specific-unit cost may be di- 
vided roughly into first-in, first-out 
and last-in, first-out, of which much 
has been written of late. 


LAST-IN, FIRST-OUT 


The view—a long-run view— 
adopted by advocates of last-in, first- 
out and their definition of income is 
somewhat different from those de- 
fending the orthodox methods. The 
income from the sale of an inventory 
unit, they argue, cannot be deter- 
mined by a continuing firm until the 
unit has been replaced. The essence 
of their argument and the effect of 
their procedure is to match current 
replacement costs with current sales 
prices. The result is the elimination 
of so-called ‘‘paper” profits and “pa- 
per” losses from the reported income. 

In order to judge the merits of 
these recommendations, let us look to 
the consequences of each proposai 
and estimate the relative usefulness 
of each. The last-in, first-out ap- 
proach reports a more stable income 
stream, at least as long as replacement 
costs and selling prices move in the 
same direction. Furthermore, the in- 
come figures bear a closer relation to 
the stream of funds made available 
from operations. 

In general the expected effects of 
these results on managers and in- 
vestors are desirable, although it 
must be recognized that estimates of 
psychological behavior are subject to 
dangerous errors. Lower reported in- 
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come on the upswing of a cycle 
should make business less optimistic 
about investment at the high con- 
struction costs which are associated 
with rising prices. On the other hand, 
lower reported losses in depression 
should make them less pessimistic, 
and costs of construction being low, 
they should be tempted to expand. 
This is certainly good ‘business ad- 
ministration,’ but it may also be 
beneficial for the entire economy. 
More construction in poor times 
tends to reduce unemployment; less 
construction during prosperous years 
tends to reduce the booms them- 
selves. 

Thus, the cumulative effect of a 
large number of business men acting 
in this manner may be expected to re- 
duce the amplitude of the trade cycle. 
Tax considerations in this connection 
are not so acute as they once were, 
but the influence of leveled income 
on investors deserves comment. In- 
vestors sometimes appear to value 
securities with particular emphasis on 
the latest earnings reports. A more 
level reported income would seem, 
therefore, to be a stabilizing influence 
on security prices. 


THE “Cost PRINCIPLE” 


The “cost principle” at first glance 
seems opposed to the widely criti- 
cized rule of cost or market, which- 
ever is lower. Nevertheless, the most 
enthusiastic supporters of the cost 
principle admit that it should be 
modified for obsolete, damaged, and 
goods otherwise unsalable at regular 
prices. The cost or market formula 
attempts to provide for decreased 
sales possibilities by assuming that 
the decrease in sales possibilities is re- 
flected by the decrease in merchandise 
cost. A fixed rule is substituted for 
the arbitrary judgment of manage- 
ment. 

In this connection mention may be 
made of the venerable doctrine of 
conservation. The oft repeated state- 
ment “anticipate no profits and pro- 
vide for all possible losses’ has in- 
fluenced accounting thought, but 
there is an increasing group who in- 
sist that this pronouncement has been 


337 


used to defend rules which lead to 
undesirable results. A procedure 
which is conservative to one group 
may lead to rash actions by others. 
For example, carrying inventories at 
$1.00 gives lower balance sheet fig- 
ures and lower current profits, but 
there seems to be as much reason to 
believe that a reader, knowing the 
absurdity of the figure, would over- 
estimate as often as he underestimates 
the proper inventory figure. It should 
be noted, particularly in regard to in- 
ventory, that a conservative action in 
one period often leads to a non-con- 
servative offset in succeeding periods. 


PROFIT AND Loss STATEMENTS 


It is clear that the form as well as 
the content of the accounting reports 
depends on the usefulness of the re- 
sults. With regard to the profit and 
loss statement, there is a current tend- 
ency to combine the traditional con- 
tent with the surplus statement and 
eliminate the direct surplus adjust- 
ment entirely. This recommendation 
stems from the present emphasis on 
the investors’ interests and is ex- 
emplified by added attention to the 
doctrine of full disclosure. 

The purpose of this change is 
clear; it is to eliminate a convenient 
method of obscuring mistakes (inten- 
tional or otherwise) so that the un- 
wary investor, reading only the ac- 
countants’ reports, may not be misin- 
formed regarding the firm’s perform- 
ance. Reflection of surplus adjust- 
ments in the current earnings report 
does, of course, drag these skeletons 
into the open but not without a 
rather serious disadvantage. The 
presentation of past under-depreci- 
ation in the current report is likely to 
overshadow greatly the relative per- 
formance of that period. 

To correct for this undesirable ef- 
fect it is well to break the statement 
into separate sections and to show a 
figure which represents our best 
opinion as to current operations and 
another showing the past errors 
which actually apply to past periods 
but which become known only in the 
current interval. The change to a 
combined statement has probably re- 
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ceived undue attention, but one salu- 
tary effect may be the decreased 
emphasis on the old operating, non- 
operating division—a classification, 
which, though based on the useful 
technique of departmentalization, has 
not been particularly helpful. 

The efforts of Mr. Paton and some 
of his followers to stop the prelimi- 
nary subtraction of merchandise cost 
of sales and the reflection of gross 
margin has also led to discussion dis- 
proportionate to its importance. The 
criticism of this traditional device is 
based on the assumption that to sub- 
tract one cost before the others im- 
plies that it is recovered before the 
others. There is no reason for ac- 
cepting this implication. In fact, 
those who recommend it are guilty of 
making separate deductions from the 
revenue figures before arriving at en- 
terprise net. The additional emphasis 
applied by a preliminary substraction 
may be quite useful, but it seems that 
management could use to advantage 
an income sheet in which the variable 
costs are subtracted first leaving an 
intermediate net to be compared with 
the fixed costs. If the fixed costs are 
larger, the firm has operated at a loss, 
but any positive figure in the inter- 
mediate amount indicates how much 
better they are off by operating in- 
stead of closing down. 


SALES DISCOUNTS AND Bap DEBTS 


The treatment of sales discounts, 
bad debts, and the like, in the income 
sheet offers interesting problems. If 
revenues are to be measured by the 
valid cash value of the assets received, 
these items are offsets against the 
tentative billed prices and not ex- 
penses—expired costs. Purchase dis- 
counts, it is generally admitted, are 
reductions to the provisional pur- 
chase price, but Paton and Littleton 
go even further and maintain that 
purchase discounts lapsed are direct 
losses and the “cost” of the merchan- 
dise for accounting purposes is the 
net cash price even if the discounts 
are not taken and the payment is the 
gross price. This seems to be an un- 
reasonable extension of the cost prin- 
ciple. When a manager of his free 
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will prefers to use his working capital 
elsewhere, it seems difficult to main- 
tain that he suffers a “loss” because 
his entire position cannot be con- 
sidered ideal. There is, however, 
considerable merit in recording pur- 
chases net and showing discounts 
lapsed separately. This procedure 
tends to emphasize to management 
the gains which could have been 
made had current finances been bet- 
ter rather than complimenting him 
by showing separately the amounts 
taken. 


THE BALANCE SHEET 


With regard to the balance sheet 
the recent changes are not particu- 
larly startling. The general view of 
this much-maligned statistical display 
is that the asset side shows the com- 
position of a fund of purchasing 
power and a list of original cost fig- 
ures modified by deductions which 
represent the amounts taken to pre- 
vious operations. The equity side di- 
vides the ownership into those equi- 
ties which carry definite agreements 
for repayment and those which do 
not involve such obligations. In no 
sense can the accountant’s list of as- 
sets be said to represent the ‘‘value” 
or the “worth” of the enterprise. The 
value of the enterprise is, of course, 
the discounted amount of all earnings 
and of the liquidation or resale value. 
The process of valuation in this sense 
can best be approached through the 
past income reports modified by ex- 
pected changes in the future. 

Business men, and economists in 
particular, have been emphatic in 
their criticism of the accountant on 
this point. In rebuttal the account- 
ant may well answer that he can do 
the job by making his own estimates 
of future earnings and of the proper 
discount rate, but that with carefully 
presented data the various individu- 
als interested in the firm may easily 
make their own calculations from 
their own choice of estimates. For 
the accounting staff or the public 
auditor to charge Goodwill and credit 
Unrealized Surplus for the excess of 
his own personal figures and to 
change them from period to period as 
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his optimism changes appears to be 
somewhat futile. 

While accountants hesitate to af- 
fect their records by opinions as to 
the total worth of the business, they 
of necessity must look into the future 
with regard to useful life and resid- 
ual values for the fixed assets. This, 
however, is a far cry from estimating 
the future earning ability of the en- 
terprise which includes an estimate 
of future managerial ability. 


EQUALIZATION RESERVE FOR REPAIRS 
AND MAINTENANCE 


There are many arguments which 
are largely formal and depend on def- 
initions and arbitrary categories. This 
type of argument, except in regard to 
legal complications, is not entirely 
fruitless but is certainly not very pro- 
ductive. Let us now look at a favorite 
argument of this general type. A firm 
decides to carry an equalization re- 
serve for the repairs and maintenance 
of its heavy equipment. Each period 
the Maintenance account is charged 
with the derived figure and a Reserve 
for Maintenance is credited for the 
same amount. Actual expenditures 
are charged to the reserve and 
credited to vouchers payable or to 
some other appropriate account. Since 
actual expenditures are probably 
small in the early years, the reserve 
ordinarily has a credit balance. Ex- 
actly what interpretation should be 
given to this credit for balance sheet 
presentation? 

To maintain that it is a net worth 
item—as is commonly done—is to 
deny that the expense figure is valid. 
In fact, this interpretation harks back 
to the naive doctrine that there can be 
no expense until the voucher for pay- 
ment has been approved. This re- 
serve is clearly not a liability—a legal 
classification—although it is cer- 
tainly a future demand for funds. A 
third possibility is to consider the re- 
serve along with the depreciation al- 
lowance as a deduction from the as- 
set balance. This interpretation im- 
plies that the maintenance is accruing 
period by period and that the allow- 
ance measures the cost assignment 
only with respect to a part of the total 
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costs connected with the operation of 
these assets. There is obviously no 
excuse for charging the maintenance 
cost to the periods in which the me- 
chanics actually do the work; to carry 
this to its extreme would mean that 
the entire cost of the equipment 
should be taken to operations in the 
period in which it is purchased and 
installed. The chief point to depre- 
ciation accounting, it should be re- 
membered, is to divorce the expense 
charges from the period or periods 
in which the laborers poured the mor- 
tar or laid the bricks. 


TREATMENT OF BOND DISCOUNT 
FOR BALANCE SHEET USE 


A problem which after long con- 
troversy now seems to be reaching a 
solution is the treatment of bond dis- 
count for balance sheet display. To 
hold that it is an asset is the rankest 
kind of absurdity. Those who hold 
that the par of the bonds is the actual 
liability are completely unthinking. 
The amount of the liability is the pat 
plus the total interest requirements; 
the agreement to pay the interest is, 
in fact, a part of the contract to pay 
the principal. Accountants, many 
times with unawareness, carry as a 
matter of course long-term liabilities 
at their discounted value. The dis- 
counted value of the bonds at the 
contractual rate is clearly the part of 
the bonds, but why should the con- 
tractual rate be used for the discount- 
ing process when the effective rate 
(the rate at which the investors ac- 
tually did discount the payments) is 
given? The use of this rate gives, of 
course, the part of the bonds less the 
discount or, in the case of premium, 
par plus the premium. 

Another problem which has for 
many years given the theorists ma- 
terial for argument concerns the dis- 
position of unamortized book value 
at the disposition of a fixed asset. A 
variation of this problem has been 
discussed recently in connection with 
the handling of unamortized bond 
discount, premium, and issue ex- 
penses when the bonds are refunded. 
Should these items be taken to op- 
erations, and the admission made that 
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had the accountant had perfect fore- 
sight he would not have made these 
errors in estimation? Or, should the 
unamortized balances be added to the 
cost of the new items and systemati- 
cally taken to operations over the life 
of the new? 

The prevailing view is that the re- 
moval of a physical asset or of a def- 
inite liability calls for a checkup and 
a general housecleaning of the cost 
items associated with it. That is, the 
periods covering the first generation 
of assets or liabilities should be 
charged with the entire cost con- 
nected with their installation and re- 
moval. 

On the other hand, it is sometimes 
argued that the benefits of retiring or 
refunding are to be received in future 
periods in the form of lower oper- 
ating costs or of lower fixed charges. 
This problem turns on the starting 
point for the determination and 
measurement of benefits. If the bene- 
fits are to be considered with respect 
to previous existing conditions, then 
certainly future periods are better off. 
If, however, they are measured from 
the situation if the firm were begin- 
ning operations mow or, what is the 
same thing, the necessary costs for a 
new firm entering the field, it is clear 
that there are no unusual services or 
benefits to be received in future years. 

This problem is complicated fur- 
ther by the accountant’s desire to take 
losses—results of previous miscalcu- 
lations—as soon as possible. One ap- 
proach is the long view of the con- 
tinuing transaction and the other is 
a short view calling for computation 
of gain or loss at the termination of 
definite physical cycles. A clear-cut 
decision is difficult, yet it seems that 
for future estimates the operating fig- 
ures should reflect the results of op- 
erating existing facilities rather than 
a combination of existing conditions 
and previous mistakes and miscalcu- 
lations. Furthermore, if the long-run 
view is carried to its logical conclu- 
sion, a completely depreciated unit 
would be further depreciated and 
credited against the replacement unit 
—not a particularly helpful, if not 
downright ridiculous, situation. Ac- 
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countants, charged with the task of 
measurement, are likely to be wary of 
trying to estimate the entire cost of 
assets over the life of the enterprise 
and basing depreciation on these esti- 
mates. The difficulties of estimating 
the life and scrap characteristics of 
existing assets is discouraging enough 
without adding the vagaries of con- 
struction costs, technical improve- 
ments, and so on, of expected replace- 
ments over the whole life of the firm. 


CAPITAL AND SURPLUS 


The net worth of an enterprise to 
the bookkeeper is the remainder re- 
sulting from the subtraction of lia- 
bilities from the recognized asset 
values. From this viewpoint the in- 
dividual items are homogeneous and 
may be included in one general ac- 
count. Nevertheless, a more detailed 
breakdown is in most cases necessary. 
On what basis should this breakdown 
be made? The lawyers have by stat- 
ute and precedent established some 
rather significant differences on a 
purely restrictive basis. For the pro- 
tection of creditors they (the law- 
yers) have wished to restrict a certain 
quantity of assets so that the residual 
owners find it difficult to remove 
them from the business. (These as- 
sets may, of course, be removed by 
losses, and the like.) Clearly, it is im- 
practical to restrict the assets them- 
selves, and the restriction has been 
placed around the disposition of as- 
sets in a somewhat backhanded way, 
that is, through the par or stated 
value of the capital stock. Further- 
more, the capital or paid-in surplus 
has certain outside restriction, and 
even earned surplus is often reserved 
either by statute or by action of the 
board of directors. 

One basis, then, for the breakdown 
of the net worth section is the degree 
of freedom which management has 
over assets which the various types of 
net worth represent. Another help- 
ful feature for display purposes is the 
breakdown of net worth into that 
part which represents assets contrib- 
uted by the owners and that part 
which has been contributed by cus- 


tomers—the retained earnings. Other 
bases for display may be advanced but 
are disregarded in this paper. 


PROBLEM IN CLASSIFICATION 


An interesting problem in account- 
ing results from the classifications 
outlined above. Suppose a corpora- 
tion sells stock for $100, buys it back 
at $25, and retires it. Is the $75 dif- 
ference an earned surplus item or a 
capital surplus addition? Here again 
we have a, problem in classification 
but at least it is one of interest. The 
solution depends on the basis of class- 
ification. One approach is to hold 
that the $75 is a contribution by the 
retiring stockholders, who are quite 
anxious to sever their relations with 
the enterprise, to the remaining stock- 
holders. The argument for showing 
such “‘gains” as earned surplus must 
assume that the retiring stockholders 
are customers—a thoroughly unrea- 
sonable assumption. 

Another current problem relating 
to the surplus classification is the de- 
termination of the proper amount to 
be charged to earned surplus when a 
dividend in no-par stock is declared. 
Should it be the average paid-in price, 
the stated value, or some other fig- 
ure? 

While there is not a great deal to 
be said in defense of the stock divi- 
dend, nevertheless, in practice the di- 
rectors have the legal right to trans- 
fer some surplus from a relatively 
free account into a more restricted 
one. This type of problem is even 
more futile than those of classifica- 
tion. Presumably, the directors use 
the stock dividend technique, for one 
or more of three reasons: (1) to stop 
the stockholders, seeing a large sur- 
plus, from howling for dividends; 
(2) or to keep future less conserva- 
tive directors from being improvident 
in dividend distributions; (3) or to 
widen the dividend base. 

Perhaps the most acceptable pro- 
cedure for all parties concerned (as- 
suming there is any valid reason for 
the dividend action) is to carry out 
the intention of management and re- 
strict only as much surplus as the di- 
rectors wished to move out of the 











relatively unrestricted area of earned 
surplus. This procedure is certainly 
most desirable for managers. For 
creditors, however, a procedure 
which restricts more may be prefer- 
able, since the no-par technique has 
often tended to undermine the re- 
strictions which are supposed to aid 
them. Perhaps the latter point has 
been influential in leading the Ameri- 
can Institute of Accountants and 
others to recommend the charging of 
Earned Surplus with the average issue 
price. 


Cost THEORY—WHyY AVERAGE 
Costs ? 


Cost accounting, it appears to the 
writer, is primarily a development 
for the aid of internal executives. 
There are, of course, benefits to the 
investor in the form of more uniform 
comparative data, more accurate in- 
ventory figures, and so forth. Un- 
doubtedly cost accounting has made 
enormous strides, particularly in the 
impetus given to standardization and 
the setting of standards by which re- 
sponsibility can be localized and per- 
formance tested. This procedure, by 
calling for systematic and detailed 
estimates has had the desirable effect 
of toning up administrative control 
generally. Nevertheless, the extreme 
preoccupation of cost accountants 
with average costs and with ways and 
means of distributing common or 
overhead costs to joint products has, 
in my opinion, been extremely la- 
mentable. Exactly what use can be 
made of average costs? Cost account- 
ants may well spend some time in 
pondering this question. 

The job order cost is, of course, an 
estimated average cost which results 
from the application of certain more 
or less accepted rules and conventions 
to various products or general types 
of products. These costs have cer- 
tain useful applications: they give a 
reasonable basis for taking inventory ; 
they afford management with a vague 
guide which tells him that if the sell- 
ing price can be kept at these figures, 
production costs in the long run can 
be covered. Yet average costs are of 
little or no help in the problems of 
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optimum output and prices. If busi- 
ness is bad, the firm is better off by 
operating if it can recover the vari- 
able costs and anything on the over- 
head costs. If business is good, the 
firm is foolish (at least in our type of 
economy) to charge less than what 
the traffic will bear without seriously 
endangering future prospects. 

It is often said in justification of the 
regular cost procedure that the typi- 
cal firm does not set price but accepts 
the selling price and bends its man- 
agerial efforts toward getting its costs 
down so that a reasonable profit may 
be shown. Standard cost accounting 
aids in finding and reducing costs, but 
shows only a part of the necessary in- 
formation. Average costs, standard 
or otherwise, do not tell management 
what output will yield the highest 
profits or the lowest losses. The in- 
tersection of differential cost curve 
with the differential revenues is the 
quickest approach to the solution of 
the output problem. This problem 
may also be attacked by the use of 
total revenues and total costs when 
the latter are classified as fixed and 
variable. A survey of modern cost 
literature, especially textbooks, leaves 
an intelligent executive cold in this 
regard, and it is submitted that the 
determination either of selling price 
or of the optimum quantity of out- 
put, or of both, is often as important 
as the ferreting out of wasteful pro- 
cedures. 


VALUING INVENTORIES AT 
STANDARD COSTS 


In conclusion, let us look to the 
much-discussed problem of valuing 
inventories at standard costs. A large 
group of accountants hold that in- 
ventories should be valued at ‘“‘actual”’ 
(by “actual” they mean the total in- 
voice cost spread to the units by some- 
what arbitrary accounting rules) in- 
stead of at the cost accountants’ stand- 
ard cost (also an arbitrary figure). 
The very word “actual” in this con- 
nection is extremely likely to trap the 
unwary into assuming that the 
method so labeled is best and the 
others require additional justifica- 
tion. To the extent that the variances 
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are inefficiencies, they are clearly costs 
without justification and have no 
place in the asset classification. The 
irony of the situation is that those 
who argue for “actual” cost valu- 
ations are often those who at the same 
time argue most vociferously for tak- 
ing losses, that is, costs which are not 
expected to benefit future periods, as 
soon as they can be ascertained or esti- 
mated with reasonable accuracy. 





Record Growth 


For Institute 


More controllers applied | 
for admission to The Control- | 
lers Institute of America in the | 
first ten months of the current | 
fiscal year of The Institute, be- | 
ginning September 1, 1941, | 
than applied in any previous | 


twelve-month period in the 


_ history of The Institute. 


The applications in ten 

months numbered 260. The | 

largest number of applica- | 

tions for membership in any | 

| previous year was 247,—in 

the year September 1, 1940— | 
August 31, 1941. 


The problems presented by 


the rapid conversion of many 
businesses from a peace to a | 
war-time basis, have fallen | 
largely on the shoulders of | 


controllers and have made it | 


more necessary than ever that 
controllers have an oppor- | 
tunity to study these and other 


problems as a group. 





















Those of us who have followed the 
many Federal tax acts know that the 
reorganization and exchange provi- 
sions were passed to expedite consoli- 
dation and merger, and the alteration 
of capital structure. We remember 
that before these provisions the Su- 
preme court said that practically all 
exchanges were taxable and of sub- 
stance.1 To change the effect of the 
early cases, particularly the Phellis 
and Rockefeller cases,1 the reorgan- 
ization sections were enacted. First 
in general form,? then in meticulous 
detail in the 1924 and subsequent 
acts,3 Congress set forth the transac- 
tions which are deemed to fall within 
the policy of the reorganization pro- 
visions and postpone tax because in 
a practical sense no income was real- 
ized and the properties were subject 
to the risks of the original enterprise. 

The portion of the reorganization 
provisions which has given rise to 
most litigation is that dealing with 
the definition of a “reorganization.” 
Under the Revenue Act of 1934 a re- 
organization is defined as (Section 


112 (g)): 


“(1) The term ‘reorganization’ means 
(A) a statutory merger or consolidation, or 
(B) the acquisition by one corporation in 
exchange solely for all or a part of its vot- 
ing stock: of at least 80 per centum of the 
total number of shares of all other classes 
of stock of another corporation; or of sub- 
stantially all the properties of another cor- 
poration, or (C) a transfer by a corporation 
of all or a part of its assets to another cor- 
poration if immediately after the transfer the 
transferor or its stockholders or both are in 
control of the corporation to which the as- 
sets are transferred, or (D) a recapitaliz- 
ation, or (E) a mere change in identity, 
form or place of reorganization, however ef- 
fected” 


Division (B) is a revision of the 
parenthesis in division (A) of Section 
112 (1) of the Revenue Act of 1932 
which reads: ‘The term ‘reorgani- 
zation’ means (A) a merger or con- 
solidation (including the acquisition 


Reorganizations under the Several 
Revenue Acts 


By Leo H. Hoffman 


by one corporation of at least a ma- 
jority of the voting stock and at least 
a majority of the total number of 
shares of all other classes of stock of 
another corporation, or substantially 
all the properties of another corpora- 
tion).” It will be noted that Division 
(B) of the 1934 act requires that the 
acquisition by one corporation of the 
stock or property of another corpo- 
ration be “in exchange for all or a 
part of its voting stock.” This change 
is vital and results in almost identical 
series of transactions being treated as 
amounting to a “reorganization” un- 
der the 1928 and 1932 Revenue Acts 
and not amounting to a “‘reorganiza- 
tion” under the Revenue Act of 
1934.5 My remarks will deal chiefly 
with the interpretation of that por- 
tion of (B) of the 1934 and subse- 
quent acts, and the parenthesis of the 
1932 and earlier acts which provides 
that a “reorganization” may result 
from the acquisition of substantially 
all the assets of one corporation by 
another. This provision has caused 
much trouble. 


“FORM” AND “SUBSTANCE” 


As noted, the 1924 and subsequent 
acts are painstakingly articulate. 
With a statute so articulate it was 
first thought Congress meant “form” 
to be “substance” for way back in the 
beginning® tax avoidance was per- 
missive and not subject to legal cen- 
sure. In fact down to this day the 
courts, while so stating, seem to have 
sought a reason for holding each 
transaction entered into for tax avoid- 
ance purposes taxable. And in face 
of expressions such as this by Mr. 
Justice Holmes: ‘“* * * But it leads 
nowhere to call a corporation a fic- 
tion. If it is a fiction it is a fiction 
created by law with intent that it 
should be acted on as if true. The 
corporation is a person and its own- 
ership is a non-conductor and makes 
it impossible to attribute an interest 
in its property to its members.’’? 

The chief ‘‘out’” of the courts seems 
to have been to classify certain trans- 
actions ‘form’ and ‘“‘appearance’” 
others ‘“‘substance” and “truth,” as it 
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light on a confused issue. 





WHEN IS A REORGANIZATION NOT A REORGANIZATION? 


The problem of when a reorganization may be considered as 
such, and not as a sale or liquidation, is thoroughly discussed 
in this address, delivered by Mr. Leo H. Hoffman on May 12 
before the Cleveland Control of The Controllers Institute of 


If a corporation may be designated as a fictitious individual, 
corporate reorganization may be said to be a process full of 
contradictions and whimsies that would not be tolerated in lit- 
erary fiction. No novelist could write a book so full of incon- 
sistencies as is the history of corporate reorganizations, and 
expect the reader to believe it. 

A judge is observed to favor two opposing theories of reor- 
ganization at the same time, while a Commissioner is seen to 
defend staunchly both sides of the same question at once. Mr. 
Hoffman, an attorney at 120 Wall Street, has found what may be 
a helpful guide in defining the legal process of reorganization. 
His findings are presented here in the hope that they may throw 
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suited the result desired by the par- 
ticular court in the case before it. So 
much so, that Judge Learned Hand® 
said that the courts had beclouded 
troublesome questions “by recourse 
to such vague alternatives as ‘form’ 
and ‘substance’ anodynes for the 
pains of reasoning.” 

It does no good to label a transac- 
tion ‘form’ or “substance” for we 
have then to determine what is 
“form” and what is ‘“‘substance.”’ Per- 
haps what the court does in each case 
is sit back and say to itself should 
this be taxable; then can I find sup- 
port for my conclusion. The solution 
has usually been found in the judicial 
definition of a “reorganization” un- 
der the law. 

We have found, by examination of 
the cases, that slavish compliance with 
the provision of the law is not enough 
to effect a “reorganization”; such 
compliance was effected in Gregory 
v. Helvering (293 U.S. 465) but it 
was held inadequate. Everything done 
was transitory and the result sought 
was not the reorganization of a com- 
pany but a sale. On authority of this 
case and Helvering v. Bashford (302 
U.S. 454), the Supreme court has very 
recently said,® “Transitory phases of 
an arrangement frequently are disre- 
garded under these (reorganization) 
sections of the Revenue Acts where 
they add nothing of substance to the 
complete affair,” and are “* * * no 
more than intermediate procedural 
devices utilized to enable the new cor- 
poration to acquire all the assets of 
the old one pursuant to a single re- 
organization plan.” 


COMMISSIONER TAKES Two SIDES 


This poses the question: When 
will a series of transactions be treated 
as separate, when as one? What is 
the test; is there a test? We cannot 
be helped by presumptions because 
at one time one view of the facts fa- 
vors the Revenue, and at another time 
the opposite view. Thus we find the 
Commissioner on both sides of an 
identical issue. Right now he is cit- 
ing as support for this attitude Hig- 
gins v. Smith (308 U.S. 473) wherein 
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it is said: “The government may not 
be required to acquiesce in the tax- 
payer’s election of that form for do- 
ing business which is most advan- 
tageous to him. The government may 
look at actualities and upon determi- 
nation that the form employed for 
doing business or carrying out the 
challenged tax event is unreal or a 
sham may sustain or disregard the ef- 
fect of the fiction as best serves the 
purposes of the statute.” 

Concerning this argument the Cir- 
cuit Court of Appeals for the 6th 
Circuit has said :1° 


“If the Board, in its interpretation of 
Higgins v. Smith, and the respondent * * * 
mean to assert that the doctrine of that 
case is that the taxing authorities may con- 
sider a corporation a reality or a mere fic- 
tion, whichever view advantages the revenue 
in the particular case, we are reluctant, if 
not, indeed, wholly unable, to follow them. 
It would not conform to a long held concept 
of due process nor contribute to public 
confidence in the fairness of government in 
tax transactions with its citizens. We agree 
with the taxpayer that Higgins v. Smith is 
not authority for the proposition that a 
transaction which cannot, under the law, be 
a reorganization, may yet, at the option of 
the government, be treated as such for the 
purpose of imposing a tax. No reorgan- 
ization problem is involved in Higgins v. 
Smith. The taxpayer there set up a paper 
loss upon a transaction between himself 
and a wholly owned corporation, by selling 
stock to the corporation. No loss in a stat- 
utory sense was recognized, the sale being 
considered as lacking in substance and bona 
fides to create one.” 


At first, the cases seemed to say 
that a group of transactions are one 
where pursuant to a single binding 
agreement extant at the time the first 
step was initiated. This theory seems 
to have been abandoned by the 
courts ;!1 they now seem to say that a 
single general purpose and plan is 
enough to tie up several transactions. 
This much is positive, a cash arm’s 
length transaction would be a break- 
ing point. When a transaction is tax- 
able we have a break in the chain. 
That appears to be the rule underly- 
ing the bulk of the decisions. 

Perhaps we can better understand 
what I have said by taking a hypo- 
thetical state of facts and seeing how 
the courts have handled it. 
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Is TRANSFER OF ALL ASSETS A 
REORGANIZATION ? 


A Company acquires all the assets 
of B Company. That fact alone com- 
plies with the statutory definition of 
one form of a “reorganization.” !? 
The Commissioner has frequently 
contended and is now contending be- 
fore your 6th Circuit Court of Ap- 
peals that this is enough (Muskegon 
Motor Specialties Company 45 B.T.A. 
91). If you have such a situation, he 
argues, even though the transaction 
be taxable, the base for depreciation, 
gain, or loss, is the base of the pred- 
ecessor. Thus every liquidation of a 
wholly owned business (whether or 
not tax-free) would carry the base of 
the predecessor. In the Muskegon 
case the taxpayer is urging that before 
the predecessor's base applies, the ac- 
quisition must be through a tax-free 
“reorganization,” and mere acquisi- 
tion of all the assets of B Company 
is not a reorganization, much less a 
tax-free “reorganization.” 

Then we ask, what more should A 
Company do to make its acquisition 
of all the assets of B Company a “re- 
organization” —ignoring the prob- 
lem of tax-freeness of the transaction. 
What more must A Company do? If 
it give all cash to B Company, ob- 
viously we do not have a “reorganiz- 
ation.” Everybody agrees that this is 
a purchase and sale and not a “reor- 
ganization.” 

Suppose A Company buys the stock 
of B Company at one time and im- 
mediately thereafter liquidates B 
Company. Is this a reorganization or 
a sale of the assets of B Company? 
This is a sale and perhaps a liquida- 
tion. Prairies Oil and Gas Company 
v. Motter (66 F (2) 309—no writ of 
cert. sought). Here a new base was 
held to apply, namely the cost of the 
stock, $3,350,000, not $300,000, the 


cost of B Company assets to B Com- 


pany. 


LIQUIDATION, SALE, OR 
REORGANIZATION 


Now assume that the A Company 
acquired the B Company stock over 
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a period of months or years and the 
B Company was then liquidated. 
Here we would have a liquidation, 
and the new base would apply. The 
Frane Company v. Commissioner (88 
F (2) 9187, cert. den. 302 U.S. 699). 
That court said, ‘‘A liquidation is the 
antithesis of a reorganization.” 

Now assume A Company paid B 
Company cash and short term notes 
for the assets and then B Company 
paid its debts and liquidated, distrib- 
uting the cash and notes. This would 
be a sale. Courtlandt Specialty Com- 
pany v. Co. (60 F (2) 937). Nocon- 
tinuity of interest, said the court. 

Now assume A Company created a 
subsidiary, C Company, to take over 
A Company’s assets and pay cash and 
short term notes, which were paid as 
agreed, and payments distributed by 
B Company as received. This would 
be a sale. Pinellas Ice Co. v. Com- 
missioner (287 U.S. 462). No con- 
tinuity of interest, said the court. 
Now suppose that the notes had been 
long term bonds—would the result 
have been the same? The answer is 
yes, the Le Tulle case (308 U.S. 415). 

Now assume A Company had is- 
sued some of its stock to B Company 
or B Company’s stockholders, and ac- 
quired all the assets of B Company 
then B Company had been liquidated. 
We would have a reorganization, 
everyone seems agreed. 


CONTINUITY OF INTEREST ESSENTIAL 


Now suppose A Company’s sub- 
sidiary, C Company, had acquired the 
assets of B Company and the consid- 
eration had been A Company stock; 
there would be no reorganization as 
there would have been no continuity 
of interest. Helvering v. Bashford 
(302 U.S. 454), Marlborough House 
Inc. v. Commissioner (62 S. Ct. 537). 

Thus we see that where A Com- 
pany acquires all the assets of B Com- 
pany you cannot have a reorganiza- 
tion unless you have at least a con- 
tinuity of interest. This doctrine, to 
use the words of the Supreme Court, 
was introduced “to eliminate those 
transactions which had no real sem- 
blance to a merger or consolidation 
and to avoid a construction which 
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would make evasion of taxation very 
easy."13 We see also that anything 
that looks like cash, such as notes or 
bonds, irrespective of term, does not 
give this continuity. The continuity 
must be of a proprietary interest, a 
stock interest in a substantial amount. 
We also see from the Prairie Oil and 
Gas Company case, supra, that the 
temporary ownership of all the stock 
of B Company by A Company does 
not give this continuity of interest. 
The effect of this factor (temporary 
ownership) is now being litigated by 
the Commissioner. 

We have had much recent enlight- 
enment on the reorganization pro- 
visions by the Supreme Court in the 
recent group of decisions bearing on 
insolvency reorganizations.'#* It is in- 
teresting, in view thereof, to note the 
recent decisions of the lower courts, 
and see how they read the directions 
of the Supreme court. Two in par- 
ticular are of interest: Braicks, et al. 
v. Collector, February 14, 1942 and 
Lyons Inc. (C.C.A. 6) April 13, 1942, 
supra. 

In the Braicks case “A! Company 
acquired all the assets of A Company. 
First A Company was liquidated to 
trustees acting for A Company stock- 
holders; then the trustees transferred 
all the assets to A1 Company for its 
stock, which was divided proportion- 
ately among the A Company stock- 
holders. The stockholders of A Com- 
pany paid a tax on the liquidation. 
The object was to produce a larger 
stated value for excess profits taxes. 
The procedure avoided an undistrib- 
uted profits tax; this tax the govern- 
ment was seeking on the ground that 
a “reorganization” was effected, not 
a liquidation of the old, A Company. 
No change other than the increase in 
stated value. of A Company stock 
took place. 

The interesting feature of this case 
is the scholarly approach of Judge 
Schwellenback. After stating the 
facts, the court indicated that ‘‘there 
are two questions implicit in the de- 
cision of any tax case: First whether 
the mechanism adopted in a particu- 
lar transaction had as its purpose the 
evasion of tax liability.” Second, 
whether “the revenue raising ambi- 








tion of the Congress in imposing the 
tax has been fulfilled.” The occur- 
rence of some avoidance, as in the in- 
stant case, is not controlling, as not 


purposed. 
TAx AVOIDANCE OR TAX EVASION ? 


The Commissioner relied on a 
large number of cases holding that 
the courts will strictly scrutinize any 
corporate transaction which results 
in the avoiding of the payment of 
taxes; this for the purpose of seeing 
whether what results is tax avoidance 
or tax evasion. They are all cases 
which would in point if the action had 
been on behalf of the stockholders for 
the return of their individual taxes 
paid on the liquidating dividend 
from the Old Company on the 
ground that the liquidation was a 
non-taxable reorganization as defined 
in Section 112.144 

Then the court approached the 
problem of whether or not there was 
a tax free reorganization involved. 
He first quotes Section 112 (g) (1) 
of the Revenue Act of 1936. This 
definition is identical to that quoted 
on page 2, supra. The plaintiff con- 
tended that the litigation was not 
covered by clause (B) because there 
was lacking in it the continuity of in- 
terest made requisite in the Pinellas 
Ice Company case, supra. 

“The answer,” said the court, ‘‘to 
this problem in this case must be 
found in an analysis of the last para- 
graph of the Alabama Limestone de- 
cision. Here the new company did 
not receive its assets directly from 
the old company but from plaintiffs 
as trustees. Was this break in the 
chain a mere “‘transitory phase of an 
arrangement” which added ‘nothing 
of substance to the complete affair?” 
Was it “no more than” an “‘inter- 
mediate procedural device utilized to 
enable the new corporation to ac- 
quire all the assets of the old one?” 

In answering these questions, it is 
important to note that in using this 
language, the Supreme court cites 
Gregory v. Helvering, 293 U.S. 465, 
and Helvering v. Bashford, 302 U.S. 
454. In the Gregory case, it will be 
remembered the court denominated 
the conveyance as “an elaborate and 




















devious form * * * masquerading 
as a corporate reorganization.” In the 
Bashford case, a temporary owner- 
ship of the stock by the intermediary 
was declared to be not only transitory 
but also “without real substance.” 


ACCORDING TO THE JUDGE. . 


“In the case at bar, the holding of 
the Old Company by plaintiffs was of 
brief duration. During that duration, 
however brief, the persons who were 
stockholders of the Old Company 
had an absolute irrevocable right to 
insist upon receiving their propor- 
tionate share of the assets of the Old 
Company. It is true that no one of 
them exercised that right. The fact 
that no one of them exercised the 
rights raises the question of good 
faith in determining whether their 
right was something of substance 
added to the complete affair. The 
question of good faith must be re- 
solved in favor of the transaction on 
the basis of the fact of the payment 
of income tax by all but one of the 
old stockholders. This was a positive 
recognition by each of them that dur- 
ing the interim period they owned 
their respective interests in the assets 
formerly owned by the Old Company, 
not as stockholders in either company 
but as individuals. That being true, 
plaintiffs transferred the assets not as 
liquidating trustees of the Old Com- 
pany but as trustees for the individ- 
uals who had been stockholders of 
the Old Company. Consequently, the 
continuity requirement is not satis- 
fied and this cannot be classified as a 
reorganization as defined in the stat- 
ute. 

“In his reply brief, largely as a re- 
sult of suggestions by the Court dur- 
ing oral argument, defendant sug- 
gests that the Court should disregard 
the details of the transaction and con- 
sider substance rather than form. He 
urges that the New Company had the 
same assets, the same stockholders 
and the same business as the Old 
Company and that those assets in ex- 
cess of paid in capital were not dis- 
tributed but were still in use by the 
New Company. He urges that, con- 
sequently, the undistributed profits 
tax should be levied. Such’ an argu- 
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ment is tempting and attractive. Its 
attraction comes from its simplicity. 
Its danger lies in its over-simplifica- 
tion.” 


SUPPORTED BY MR. JUSTICE REED 


It seems to me that Judge Schwell- 
enback is supported by Mr. Justice 
Reed in Higgins v. Smith, supra. 
There the Supreme Court points out 
that the wholly owned corporation 
was real in all respects but ‘there was 
not enough substance in the sale to 
the corporation by the sole stock- 
holder to determine a loss.” The 
court continues (and this is important 
for it puts a limit on the extent to 
which Gregory v. Helvering is an au- 
thority against the taxpayer) : 


“The government urges that the prin- 
ciple underlying Gregory v. Helvering finds 
expression in the rule calling for a realistic 
approach to tax situations. As so broad 
and unchallenged a principle furnishes only 
a general direction, it is of little value in 
the solution of tax problems. If, on the 
other hand, the Gregory case is viewed as 
precedent for the disregard of a transfer of 
assets without a business purpose, but solely 
to reduce tax liability, it gives support to 
the natural conclusion that transactions 
which do not vary control or change the 
flow of economic benefits, are to be dis- 
missed from consideration. There is no 
illusion about the payment of a tax exac- 
tion. Each tax according to a legislative 
plan, raises funds to carry on government. 
The purpose here is to tax earnings and 
profits less expenses and losses. If one or 
the other factor in any calculation is unreal, 
it distorts the liability of the particular tax- 
payer to the detriment or advantage of the 
entire tax paying group.” 


BREAKING THE CHAIN OF STEPS 


Perhaps, unwittingly, we have 
struck a helpful test for breaking a 
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chain of steps. Namely, if control is 
varied or the flow of economic bene- 
fits changed, we have a break in the 
chain. 

Lyons Inc., supra, is interesting be- 
cause in it your Circuit Court, the 6th, 
seems to approach the tax problem of 
reorganization involved as did the 
Braicks case and because it lays down 
a test that this court will apply in step 
transactions. Therein the taxpayer 
urged that the separate steps!® should 
be treated as one and that the tem- 
porary corporation created be ig- 
nored on authority of the Gregory 
case, supra. The court said that, 
“Lyon set out with deliberate pur- 
pose to separate his transfer of assets 
into separate steps, each for a spe- 
cific and separate tax purpose (the 
whole procedure a tax avoidance 
plan). His purpose was in part 
achieved. Neither he nor his creature, 
the corporation may now complain 
because the respondent viewed the 
transaction as they themselves had in- 
tended it to be, not as a single unitary 
transaction, but as one of separate 
steps.” The Court cited as authority 
for this conclusion United States v. 
John Barth Co. (279 U.S. 370, 1 
U.S.T.C. No. 402) wherein the Su- 
preme Court said in adjudicating lia- 
bility upon a bond given by the tax- 
payer to avoid distraint, “The tax- 
payer has obtained his object by use 
of a bond and he should not object to 
making good the contract by which 
he obtained the delays he sought.” 

1 United States v. Phellis (November 21, 


1921) 257 U.S. 156; Rockefeller v. United 
States (November 21, 1921) 257 U. S. 
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176; Cullinan v. Walker (April 30, 1923) 
262 U.S. 134; Marr v. United States (June 
1, 1925) 268 U.S. 536; cf. Weiss v. 
Stearn (May 26, 1924) 265 U.S. 242. 

? Revenue Act of 1918 Section 202 (b). 

Revenue Acts of 1924 and 1926, Sec- 
tion 203, all subsequent revenue acts, Sec- 
tion 112. 

*Commissioner v. Alabama Asphaltic 
Limestone Co. (February 2, 1942) 62 S. Ct. 
540; Palm Springs Holding Corporation v. 
Commissioner (February 2, 1942) 62 S. Ct. 
544. 

*Commissioner v. Southwest Consoli- 
dated Corporation (February 2, 1942) 62 
S: (Gé,. S46. 

* United States v. Isham, 17 Wall 496. 

* Klein v. Board of Supervisors, 282 U. S. 
19, 24. 

® Commissioner v. Sansome, 60 F (2) 931. 

° Helvering v. Alabama Asphaltic Lime- 
stone Co. (February 2, 1942), supra. 

*Lyon Inc. 42-1 U.S.T.C. No. 9418 
(April 13, 1942). 

* Recently the Circuit Court of Appeals 
for the 2nd Circuit treated a series of trans- 
actions as separate because there was no 
binding agreement in the beginning. (Wil- 
gard Realty Co. Inc. v. Commissioner, April 
29, 1942, aff’g 43 B. T. A. 557.) 

Section 112(1) of the Revenue Act of 
1932 and prior revenue acts provides: ‘““The 
term ‘reorganization’ means (A) a merger 
- consolidation oeeens the acquisition 

: ¢ : y one corporation of * * * substantiall 
No job is too big for McBee Key sort, all the properties of another chiedastinny*. 

* Commissioner v. Alabama Asphaltic 
Limestone Co., supra. 

* Bondholders Committee, Marlborough 
: ee Inv. Co. etc. v. Commissioner (February 2, 
takes in stride a million cards a day the 1942) 62 S. Ct. 544; Commissioner v. Ala- 

bama Asphaltic Limestone Co., supra; Com- 
: missioner v. Southwest Consolidated Corp., 
same as a thousand .. . with your regu- supra; Palm Springs Holding Corp. v. Com- 
missioner, supra. 

48 The court divided the cases relied on 
lar clerks and operators. Ask the McBee by the Commissioner into three classes. II- 

lustrative of class one are the Minnesota 
° Tea Co. v. Helvering, 302 U.S. 609 and 
representative. Gregory v. Helvering, 203 U.S. 465. In 
Minnesota Tea Co. v. Helvering, 302 U.S. 
- ania 609, the money received by the corporation 
; was turned over to its stockholders who 
agreed to pay off the indebtedness of the 
corporation in an amount equal to the 
amount which they received. The Supreme 
court held that this was not a distribution 
to the stockholders under the meaning of 
— 112 (d) (1 and At of the — 
Act of 1928, but was taxable gain receive 

THE M CBEE COMP AN Y by the corporation. It said: 
2 : “Payment of indebtedness, and not dis- 
a Offices: Athens, Ohio tribution of dividends, was, from — 
ale Yjices i, hincipal ilies ginning, the aim of the understanding 
- A C. with the stockholders and was the end 
accomplished by carrying that understand- 
ing into effect. A given result at the 
end of a straight path is not made a dif- 
ferent result ate reached by follow- 
ing a devious path * * * the relation of 
the stockholders to the matter was that of 

a mere conduit.” 

In Gregory v. Helvering, 293 U.S. 465, 
the taxpayer was the owner of all of the 
stock of the original corporation. That 
corporation held a certain asset which she 
(Please turn to page 350) 
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REVIEWS 9f Recent Business Publications 


“EXCESS PROFITS TAXES IN 
AMERICA AND GREAT BRITAIN,” 
published by The National Industrial Con- 
ference Board, New York City. 1942. 


Both wartime and post-war risks up to 
the amount of excess profits taxes paid are 
virtually assumed by the government in 
Great Britain, while in the United States 
this risk is borne almost exclusively by 
business, according to this analysis of 
British and American taxes on income. The 
Conference Board states flatly that both 
present British taxes and prospective 
United States taxes on excess profits almost 
eliminate the profit motive as a basis for 
increased production. 

“If American industry is forced to al- 
locate its profits to the war period and pay 
90 to 100 per cent. taxes on them while it 
faces serious post-war risks with no pros- 
pect of relief, the effect may be quite seri- 
ous to war production,” says the report. 
“The probability of post-war losses that 
will not be shared by the government is so 
potent in restricting production in many 
cases that the amount of wartime profit 
incentive that is even remotely possible 
can have little influence upon management. 
The British tax system takes care of this 
point, while the American system does not. 

“Excess profits do not have the time 
limitations in Great Britain that they do 
in the United States. Excess profits exist 
only if average profits over the entire war 
and post-war period, after deduction of 
losses, exceed the annual rate of the stand- 
ard period. Errors in wartime accounting 
and losses from post-war adjustment are 
chargeable against war profits when they 
become evident, and refunds are made upon 
the basis of such errors and losses. Risk is 
thereby minimized. Investments in produc- 
tive activities can therefore be made with 
relatively great assurance that they can be 
paid for by wartime profits if post-war 
losses destroy the investment values. 

“The opposite condition exists in the 
United States. Undepreciated equipment 
purchased in wartime may become post- 
war losses. Wartime inventories, especially 
inventories-in-process, may suffer serious 
post-war depreciation in value. Retooling 
and converting plants and equipment from 
wartime to peacetime activities involve sub- 
stantial costs. Civilian markets must be re- 
established. All these costs and losses may 
be concentrated in one or a few post-war 
years, during which period there may be no 
war profits to offset them. 

“Under a 90 to 100 per cent. excess 
profits tax rate the government takes vir- 
tually all the profits on increased produc- 
tion, while enterprise stands practically all 
the risk. This could be corrected by adopt- 
ing the British procedure of carrying post- 
war losses back to offset war profits and of 
providing refunds on the basis of such 
carry-backs. It could also be corrected in 
part by providing post-war refunds of a 
specified proportion of wartime taxes. It is 
doubtful, however, whether it would be 
politically possiblé to provide sufficient re- 
funds to compensate adequately for the 
tisks involved unless these refunds were 
based, in part at least, on post-war losses.” 


“‘THE COMING CRISIS IN MAN- 
POWER,” by Maxwell S. Stewart, Editor, 
Public Affairs Committee, Inc., New York 
City. 1942. 10 cents. 

Sweeping changes in our manpower 
policies are necessary if the nation is to 
meet both its military and industrial needs 
and continue to serve as an arsenal for the 
Democracies in 1943, states Mr. Stewart in 
this pamphlet, the sixty-eight in a series 
published by the Public Affairs Committee, 
an organization which probably comes 
nearer to complete impartiality and objec- 
tivity in its published brochures than does 
any of the multitudinous “foundations” and 
“research” organizations operating in this 
country. 

Mr. Stewart places first among the issues 
which the War Manpower Commission 
must face, the basic problem of balancing 
our military and naval needs against our 
industrial requirements in light of our 
lend-lease commitments. “We must real- 
ize that there are simply not enough men 
to meet all our war and civilian needs in 
the coming years,” he declares. 

“It is obvious that most of the new 
workers needed for the all-out victory cam- 
paign will be women,” he states. “In the 
spring of 1942 there was still no shortage 
of women desiring work. But it is clear 
that by 1943 millions of women will be 
needed who are not now looking for work. 
If they are to be found in time, some policy 
must be worked out soon for getting suit- 
able women for these jobs. 

“In the last war we relied to a consider- 
able extent on appeals to patriotism— 
though there was also some economic com- 
pulsion. But in this war we are going to 
need far greater numbers and there can be 
no assurance that such numbers can be ob- 
tained in this manner.” 

To complicate the problem, the practice 
of deferring married men from the draft 
has apparently discouraged many women 
from taking jobs. Moreover, “most Ameri- 
can families are better off financially than 
in the 1930’s. During the depression hun- 
dreds of thousands of women sought jobs 
because their husbands, brothers, and sons 
could no longer provide enough money for 
family needs. With the increased pros- 
perity of the past year or two, many of 
these women have recently given up their 
jobs. 

“It has been found in England—and 
would doubtless be found here—that chil- 
dren under school age prevent the employ- 
ment of many young women who otherwise 
are well qualified for work. Day nurseries 
and nursery schools would help solve this 
problem if they were available for the aver- 
age working mother. Preparations should 
be made now for nurseries in all war in- 
dustries employing or capable of employ- 
ing women.” 

As a solution of the general problem as 
it affects both men and women, the pam- 
phlet suggests “setting up a system of pri- 
orities for manufacturing plants and labor 
skills comparable to the ones that now exist 
for scarce raw materials. Once these pri- 
orities have been established, it should not 
be difficult to work out a system for trans- 
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ferring workers among employers in ac- 
cordance with the needs of the war produc- 
tion program. 

“In Russia, as in Germany, the need for 
additional workers has been reduced some- 
what by moving men in and out of the 
Army, using them in the factories in the 
winter and for fighting in the summer. 
Neither we nor the British have yet learned 
how to do this. 

“Too much emphasis cannot be placed 
on the great importance of keeping in mind 
the day-to-day interests of America’s men 
and women in formulating our manpower 
program. Many safeguards will be neces- 
sary to see that the burdens imposed by the 
program do not fall unfairly. This is im- 
portant from the standpoint of health and 
efficiency. It is even more important for 
reasons of morale. The winning of the war 
depends on the enthusiastic support of the 
entire population.” 


“THEORY OF ACCOUNTS,” by Arthur 
H. Rosenkampff, B.C.S., C.P.A., professor 
of accounting and chairman of the Depart- 
ment of Accounting Instruction, New York 
University, and William Wider, B.CS., 
C.P.A., assistant professor of accounting, 
New York University. Published by The 
Ronald Press Company, New York. 517 
pages. $4. 


The object of this college textbook is to 
supply the needs of students in schools of 
business that offer a separate course in the 
Theory of Accounts as distinguished from 
a combined Theory and Practice course in 
accounting. 

The content of this text is based upon 
the general theory of accounts for which 
candidates for the New York State Certified 
Public Accountant examination in Theory 
of Accounts are held responsible. The ques- 
tions following each chapter have been 
given on such examinations in the past. 
The authors believe that an understanding 
of the general Theory of Accounts is neces- 
sary as a foundation for a study of the 
subject as applied to specialized fields of 
accounting such as cost, trust estate, govern- 
mental, insurance, bank accounting and the 
like. It is for that reason that this text- 
book is confined to a discussion of the gen- 
eral Theory of Accounts. 


Reviewed by Harvey M. KELLEY. 


“DEMOCRACY, EFFICIENCY, STABIL- 
ITY: An Appraisal of American Govern- 
ment,” published by the Brookings Insti- 
tution, Washington, D. C. (Studies in 
Administration, No. 43). 532 pages, $4.00. 
An appraisal of American government in 
process of development from 1787 to 1929 
and in regard to democracy, efficiency and 
stability from 1929 to the present day. 


“TAX SYSTEMS,” A yearbook of legis- 
lative and statistical information including 
all the states of the Union and certain Ca- 
nadian and foreign data; Ninth Edition, by 
the Tax Research Foundation, Commerce 
Clearing House, 391 pages, $8.75. Chicago. 








Officers and Directors Elected by 
Controls for 1942-1943 


Officers of Controls Are Also Members of Boards of Directors 


Baltimore Control 

President, Mr. S. CHAPLIN Davis, Bal- 
timore Salesbook Company. 

Vice-President, Mr. M. A. FERRIS, JR., 
Merchants Terminal Corporation. 

Secretary-Treasurer, Mr. RoBERT B. Ha- 
MILL, Swindell Brothers, Inc. 

Directors, MR. MICHAEL J. CADEN, Rust- 
less Iron and Steel Corporation; Mr. Jo- 
SEPH U. DIEHL, Pennsylvania Water & 
Power Company. 


Bridgeport Control 


President, Mr. JOSEPH T. FoERTH, The 
Bassick Company. 

Vice-President, Mr. ROBERT R. MERKLE, 
Schick Incorporated. 

Secretary-Treasurer, Mr. Ray E. WHITE, 
Bridgeport Thermostat Company, Inc. 

Directors, Mr. Harry F. Jopp, Dicta- 
phone Corporation; Mr. Louis M. NIcH- 
ots, General Electric Supply Corporation; 
Mr. ALBERT J. WIELAND, Tilo Roofing 
Company, Inc.; Mr. ARLO WILSON, Par- 
ents’ Institute. 


Buffalo Control 


President, Mr. R. J. Lowe, F. N. Burt 
Company, Inc. 

Vice-President, Mr. JOSEPH P. HEALEY, 
Curtiss-Wright Corporation, Airplane Divi- 
sion, Buffalo Plants. 

Treasurer, Mr. L. CLAYTON VALLIER, 
Buffalo Foundry & Machinery Company. 

Secretary, MR. WALTER H. WINTER, The 
Symington-Gould Corporation, Gould Cou- 
pler Works. 

Directors, Mr. WILLIAM L. CrarK, Buf- 
falo Electric Company, Inc.; Mr. JoHN H. 
Goopwin, Jr., Columbus McKinnon Chain 
Corporation; Mr. Louis Wirtu, Buffalo 
Electro-Chemical Company, Inc. 


Chattanooga Control 


President, Mr. GLENN P. SMITH, Ten- 
nessee Valley Authority. 

Vice-President, Mr. SHANNON M. GAmM- 
BLE, Standard-Coosa-Thatcher Company. 

Secretary-Treasurer, Mr. Fioyp C. DE- 
LANEY, Interstate Life and Accident Com- 
pany. 

Directors, Mr. H. C. ARNOLD, Cavalier 
Corporation; Mr. J. H. Harpy, The Chat- 
tanooga Medicine Co. 


Chicago Control 

President, Mr. FRANK L. KiNG, Conti- 
nental Illinois National Bank & Trust Com- 
pany of Chicago. 

Vice-President, Mr. ALLEN U. Hunt, 
Jewell Tea Company, Inc. 

Treasurer, Mr. Epwarp A. BrIoNn, Chi- 
cago Rapid Transit Company. 

Secretary, Mr. THomas P. Car ey, Re- 
liance Manufacturing Company. 


Directors, Mr. ERNEST V. ANDERSON, 
National City Lines, Inc.; Mr. J. H. Bot- 
KIN, The Pure Oil Company; Mr. J. F. 
BRANDT, Swift & Company; Mr. EpwIN 
W. Bursott, A. B. Dick Company; Mr. 
Aucust D. GrotE, Illinois Bell Telephone 
Company; Mr. IRvING H. JOHNSON, Amer- 
ican-Marietta Company; Mr. Joun F. 
KENNA, Stein, Hall Mfg. Co.; Mr. H. W. 
LILLENGREN, Bliss & Laughlin Inc.; Mr. 
J. A. McBripe, Jr., United Drill and Tool 
Corporation; Mr. CHARLES Z. MEYER, The 
First National Bank of Chicago; Mr. Ray- 
MOND A. Pascoe, Whiting Corporation; 
Mr. JOSEPH R. SCHULTZ, Socony-Vacuum 
Oil Company, Inc. 


Cincinnati Control 

President, Mr. Frep H. ALIEN, The 
American Laundry Machinery Company. 

Vice-President, Mr. KELLY Y. SIDDALL, 
The Proctor & Gamble Company. 

Treasurer, MR. WALTER S. Marcu. The 
Central Trust Company. 

Secretary, MR. ROBERT C. JOHNSON, The 
Union Central Life Insurance Company. 

Directors, Mr. LEONARD C. BERNENS, 


The Andrew Jergens Company; Mr. Cart , 


M. DE Buck, The Union Central Life In- 
surance Company; Mr. Loris O. KIeH- 
BORTH, The Black-Clawson Company: Mr. 
Maurice T. LinpQuist, Kroger Grocery & 
Baking Company; Mr. FRANK L. UHLING, 
The P. H. Davis Tailoring Company. 


Cleveland Control 


President, Mr. C. L. Cote, The Glidden 
Company. 

Vice-President, Mr. THomas J. Tosin, 
Erie Railroad Company. 

Treasurer, Mr. GEorGE A. Cuppy, The 
Di-Noc Manufacturing Company. 

Secretary, Mr. JAMES P. CARPENTER, 
Cleveland Union Stock Yards Company. 

Assistant Secretary, Mr. GerorGE L. 
Horst, Central Greyhound Lines. 

Directors, Mr. PEARCE F. Boyer, Re- 
public Steel Corporation; Mr. WILLIAM 
M. Brown, The Robinson Clay Product 
Company; Mr. GeorcE S. DIvELy, Harris- 
Seybold-Potter Company; Mr. GeorcE J. 
GRIKSHELL, Addressograph-Multigraph Cor- 
poration; Mr. WILLIAM C. MILteErR, Indus- 
trial Rayon Corporation; Mr. RALPH H. 
SMITH, The Cleveland Electric Illuminat- 
ing Company; Mr. MATH W. THERNES, 
The Ohio Public Service Company. 


Dayton Control 

President, Mr. E. W. Weston, The 
Weston Paper & Manufacturing Company. 

Vice-President, Mr. WARREN WEBSTER, 
The Joyce-Cridland Company. 

Secretary-Treasurer, Mr. E. F. CAmp- 
BELL, The Fyr-Fyter Company. 
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Directors, Mr. DEwrEY Dawson, The 
Mercer Casualty Company; Mr. FRANK R. 
DinwippiE, The Hewitt Soap Company, 
Inc.; Mr. L. G. IHric, The Egry Register 
Company; Mr. W. H. KERMAN, The Jour- 
nal-Herald Publishing Company; Mr. WI1- 
LIAM H. NicHoras, The Master Electric 
Company; Mr. MILTON G. SCHILLER, Da- 
vies-Young Soap Company; Mr. NELSON 
O. SCOURFIELD, Harris-Seybold Potter Com- 
pany, Seybold Division. 


Detroit Control 


President, Mr. GEORGE W. SCHWARZ, 
Michigan Alkali Company. 

Vice-President, Mr. O. J. GURWELL, 
Thompson Products, Inc. 

Secretary-Treasurer, Mr. ALVIN KropF, 
R. L. Polk & Company. 

Directors, Mr. KENNETH B. COATES, 
Great Lakes Steel Corporation; Mr. MEt- 
BOURNE C. EMERY, Bull Dog Electric Prod- 
ucts Company; Mr. VERNARD D. HANNA, 
Wolverine Tube Company; Mr. ALFRED I. 
HawkIns, The Timkin-Detroit Axle Com- 
pany; Mr. JOHN ELpon Hearst, S. S. 
Kresge Company; Mr. RussELi C. LAKIN, 
Great Lakes Engineering Works; Mr. OTtT- 
MAR A. WaLpow, National Bank of De- 
troit. 


District of Columbia 


President, Mr. HaRoLtp G. HaAypDon, Po- 
tomac Electric Power Company. 

Vice-President, Mr. RALPH E. HEITMUL- 
LER, Acacia Mutual Life Insurance Com- 
pany. 

Secretary-Treasurer, Mr. F. CHARLES 
Brown, National Geographic Society. 

Directors, MR. RAYMOND G. Marx, The 
Riggs National Bank; Mr. O. H. RITE- 
NouR, Washington Gas Light Company; 
Mr. L. J. VAN HeErPE, Office of Price Ad- 
ministration. 


Hartford Control 

President, Mr. Froyp A. PEARCE, The 
Torrington Company. 

First Vice-President, Mr. HERMAN A. 
PAPENFOTH, The Trumble Electric Manu- 
facturing Company. 

Second Vice-President, Mr. CHARLES F. 
PENDLEBURY, Veeder-Root, Inc. 

Secretary, Mr. HOMER T. HUFFIELD, The 
Capewell Manufacturing Company. 

Directors, Mr. Park C. Boyp, The 
Whitney Chain & Manufacturing Com- 
pany; Mr. Harry F. Burcess, Union Hard- 
ware Company; Mr. THEODORE L. CHAM- 
PEAU, Hartford-Empire Company; Mk. 
Francis L. DasBNney, Landers, Frary & 
Clark; Mr. Henry D. Fow er, The Ful- 
ler Brush Company; Mr. Georce L. 
STRINGER, International Silver Company. 
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Houston Control 

President, Mr. Gay CARROLL, Humble 
Oil & Refining Company. 

Vice-Presidents, Mr. C. B. Epwarps, 
Southland Paper Mills, Inc.; Mr. S. G. 
Loy, Humble Pipe Line Company. 

Secretary-Treasurer, Mr. ULWIN D. Por- 
TER, Levy Brothers Dry Goods Company. 

Directors, Mr. WILLIAM ALFRED BAKER, 
Shell Oil Company, Inc.; Mr. WILLIAM 
W. BLAND, Gulf Coast Drilling & Produc- 
tion Company; Mr. JOHN B. BRODERICK, 
Angelina Building Material Company; Mr. 
HENRY BrowN, Kelley Manufacturing 
Company; Mr. WiiiAm E,. Parry, An- 
derson, Clayton & Company; Mr. S. K. 
Waters, Crown Central Petroleum Corpo- 
ration; Mr. W. D. WInNsTON, Jr., Luf- 
kin Foundry & Machine Company. 


Indianapolis Control 

President, Mr. CHARLES R. IsRAEL, Aero 
Mayflower Transit Company. 

Vice-President, Mr. Epwarp J. Down, 
Schwitzer-Cummins Company. 

Treasurer, Mr. BERNARD C. SCHAEFER, 
Advance Paint Company. 

Secretary, Mr. W. FosteR OLDSHUE, 
Railroadmen’s Federal Savings and Loan 
Association of Indianapolis. 

Directors, Mr. HENRY F. GOLt, Prest- 
O-Lite Storage Battery Corporation; Mr. 
Dae R. HopGes, Diamond Chain & Man- 
ufacturing Company; Mr. Epwarp M. 
KARRMANN, American United Life Insur- 
ance Company; Mr. CHARLES R. KEOGH, 
American National Bank at Indianapolis; 
Mr. GeEorGE E. Myers, Ball Brothers Com- 
pany; Mr. Victor C. SEITER, Citizens Gas 
and Coke Utility; Mr. Paut Stark, 
Public Service Company of Indiana, Inc. 


Kansas City Control 

President, Mr. ALFRED J. BLAsco, In- 
terstate Securities Company. 

Vice-President, Mr. MAYBEN P. NEwsy, 
Skelly Oil Company. 

Treasurer, Mr. WiLt1AM H. LowRANCE, 
American Dairies, Inc. 

Secretary, Mr. Harry E. MALMFELDT, 
Price Candy Company. 

Directors, Mr. RoBErT S. Coons, Inter- 
state Bakeries Corporation; Mr. JAMES W. 
FLYNN, Sheffield Steel Corporation; Mr. 
STANLEY H. Kamp, Kroger Grocery & Bak- 
ing Company; Mr. JosEPH A. SECK, Great 
Western Paint Mfg. Corporation. 


Los Angeles Control 

President, Mr. HoMER E. LupwiIck, Fire- 
stone Tire & Rubber Company. 

First Vice-President, Mr. EDWIN E. Bat- 
LING, JR., Latchford-Marble Glass Com- 
pany. 

Second Vice-President, Mr. Frep H. 
BROWN, Macco Construction Company. 

Secretary-Treasurer, Mr. RoBert E. 
KiNG, Los Angeles Turf Club, Inc. 

Directors, Mr. DuDLEY EDWIN BROWNE, 
Lockheed Aircraft Corporation; Mr. Rot- 
LIN E. Ecke, Farmers Automobile Inter- 
Insurance Exchange; Mr. MILTON G. KERR, 
Union Oil Company of California. 


Milwaukee Control 


President, Mr. RicHarRD E. VocrT, Mil- 
waukee Boston Store. 
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Vice-President, Mr. Wit.iam S. Pig- 
RICK, Line Material Company. 

Secretary-Treasurer, Mr. LksiiE ASPIN, 
Red Star Yeast & Products Company. 

Directors, Mr. CHARLES N. BurTOon, 
Oswald Jaeger Baking Company; Mr. 
CHARLES E. KOHLHEPP, Wisconsin Public 
Service Corporation; Mr. HuGOo KUECHEN- 
MEISTER, Ed. Schuster & Company, Inc.; 
Mr. CLARENCE H. LICHTFELDT, First Wis- 
consin National Bank. 


New England Control 


President, Mr. JOHN S. LEAROYD, JR., 
Hygrade Sylvania Corporation. 

Vice-President, Mr. Epwin E. McCon- 
NELL, Norton Company. 

Treasurer, Mr. Paut S. SMITH, Rock- 
wood Sprinkler Company. 

Secretary, Mr. RicHarD N. RicBy, Gil- 
lette Safety Razor Company. 

Directors, Mr. GerorGeE E. BASKIE, 
American Optical Company; Mr. May- 
NARD F. CarTER, Worcester Pressed Steel 
Company; Mr. STANLEY F. CHITTICK, Si- 
monds Saw and Steel Company; Mr. 
GEORGE C. CLAGHORN, Rheem Manufac- 
turing Company, Providence Shipbuilding 
Division; Mr. WILFRED L. LARKIN, Bos- 
ton Woven Hose & Rubber Company; Mr. 
Stuart D. MAcLAREN, Heywood-Wake- 
field Company; Mr. Louis S. Sisto, United 
Fruit Company; Mr. GEorGE J. THOMAS, 
National Fireworks, Inc. 


New York City Control 


President, Mr. G. E. Foster, The Brook- 
lyn Union Gas Company. 

Vice-Presidents, Mr. VINCENT C. Ross, 
Prentice-Hall, Inc.; Mr. FRANKLIN W. 
RUTHERFORD, North British & Mercantile 
Insurance Company, Ltd. 

Treasurer, Mr. Louts WILLIAM JAEGER, 
Colonial Optical Company, Inc. 

Secretary, Mr. G. T. ZIGNONE, G. P. 
Putnam’s Sons. 

Directors, Mr. THoMas A. Boypb, Gen- 
eral Telephone Corporation; Mr. Harry L. 
Camp, The Borden Company; Mr. Harry 
C. Gretz, American Telephone & Tele- 
graph Company; Mr. ARTHUR C. HARRA- 
GIN, Lone Star Cement Corporation; Mr. 
H. GeorGe HINck, Wallerstein Company, 
Inc.; Mr. RicHE H. JOHNSON, Socony- 
Vacuum Oil Company, Inc.; Mr. Marvin 
W. Kimsro, General Foods Corporation; 
Mr. CHARLES B. LuNDsFoRD, The Equi- 
table Life Assurance Society of the United 
States; Mr. GrorceE N. Maucer, The 
Dime Savings Bank of Brooklyn; Mr. 
Eart G. May, McLellan Stores Company ; 
Mr. DENNIS J. McNamara, The Flintkote 
Company; Mr. HENRY Z. WALCK, Oxford 
University Press. 


Philadelphia Control 

President, Mr. Haroip C. Stott, The 
Board of Pensions of the Presbyterian 
Church in the U. S. A. 

Vice-President, Mr. GerorGE R. RAN- 
KIN, Artloom Corporation. 

Treasurer, Mr. J. WALTON St. CLAIR, 
Hajoca Corporation. 

Secretary, Mr. Mark Z. McGIL1, Col- 
lins & Aikman Corporation. 

Directors, Mr. CHARLES H. Dor£, New 
York Shipbuilding Corporation; Mr. J. J. 
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GIFFRICH, Jacobs Aircraft Engine Company; 
Mr. L. J. GuNson, Continental Distilling 
Corporation; Mr. CHARLES L. Jones, Alan 
Wood Steel Company; Mr. JOHN J. 
KERSHNER, Sears Roebuck & Company; 
Mr. JOHN B. Lawson, Ferracute Machine 
Company; Mr. WEIR MITCHELL, R. M. 
Hollingshead Corporation; Mr. ARTHUR S. 
PoucHot, Lee Tire and Rubber Corpora- 
tion; Mr. Epwarp E. REARDON, Edward 
G. Budd Manufacturing Company; Mr. J. 
NorvELLE WALKER, Royal Oil & Gas 
Corporation; Mr. WILLIAM W. WALTERS, 
The Board of Pensions of the Presbyterian 
Church in the U. S. A. 


Pittsburgh Control 


President, Mr. VINE F. Covert, West- 
inghouse Electric & Manufacturing Com- 
pany. 

Vice-President, Mr. WiLutaAM L. Nay- 
Lor, Gulf Oil Corporation. 

Treasurer, Mr. WILLIAM E. SCHEIBLER, 
The Union Trust Company of Pittsburgh. 

Secretary, Mr. Perry J. CRANDALL, 
Rieck-McJunkin Dairy Company. 

Directors, Mr. JOHN M. Autry, Pitts- 
burgh Screw & Bolt Corporation; Mr. 
EDWARD JAMES HANLEY, Allegheny Lud- 
lum Steel Corporation; Mr. M. L. JARBOE, 
Diamond Alkali Company; Mr. Cari G. 
JENSEN, A. M. Byers Company; Mr. A. V. 
Murray, Wm. B. Scaife & Sons Company ; 
Mr. Paut E. SHrRoaps, National Steel Cor- 
poration; Mr. R. G. WEIGAND, West Penn 
Power Company; Mr. J. F. WoOESSNER, 
Carnegie-Illinois Steel Corporation; Mr. 
Davin P. ZAHNISER, The Union National 
Bank of Pittsburgh. 


Rochester Control 


President, Mr. A. N. Masucct, Hickey- 
Freeman Company. 

Vice-Presidents, Mr. THomMas M. Mc- 
Dermott, Hickok Manufacturing Com- 
pany, Inc.; Mr. NoRMAN R. OLLEy, The 
R. T. French Company. 

Treasurer, Mr. JOHN J. BuRKE, Roches- 
ter Packing Company. 

Secretary, Mr. G. DONALD McCATHRON, 
E. E. Fairchild Corporation. 

Directors, Mr. BERNARD J. BARTZ, Rit- 
ter Dental Manufacturing Company, Inc.; 
Mr. RoBerT W. CrarkK, Richardson Corpo- 
ration; Mr. Witpur W. HETZEL, Strom- 
berg-Carlson Telephone Manufacturing Com- 
pany; Mr. W. Leroy Jorpan, Rochester 
Products Division—General Motors Corpo- 
ration; Mr. Harotp S. KuHNs, The Hal- 
oid Company; Mr. Harris H. STopparp, 
General Railway Signal Company. 


St. Louis Control 


President, Mr. DANIEL M. SHEEHAN, 
Monsanto Chemical Company. 
Vice-Presidents, Mr. JAMES E. ROAN- 
TREE, Anheuser-Busch, Inc.; Mr. HENRY 
J. SERTH, Wohl Shoe Company. 
Secretary-Treasurer, Mr. LAURENCE A. 
SMITH, McDonnell Aircraft Corporation. 
Directors, Mr. CLARENCE V. BURNS, 
American Zinc, Lead and Smelting Com- 
pany; Mr. Paut L. Jacosy, Ralston Purina 
Company; Mr. V. R. KoENIG, Mississippi 
Lime Company; Mr. Leo P. LuNiING, Na- 
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tional Candy Company Inc., Consolidated 
Factories; Mr. R. O. Monnic, Interna- 
tional Shoe Company; Mr. LeRoy C. 
OpELL, Gaylord Container Corporation; 
Mr. J. MAYNARD PETERSON, Western Cart- 
ridge Company. 


San Francisco Control 

President, Mr. OWEN T. JONES, Ameri- 
can Trust Company. 

Vice-President, Mr. WILLIAM WEBSTER, 
Bankamerica Company. 

Treasurer, Mr. Victor G. GENDRON, 
Zellerbach Paper Company. 

Secretary, Mr. ALAN H. JOHNSTON, 
California and Hawaiian Sugar Refining 
Corporation, Ltd. 

Directors, Mr. WM. HERBERT Carr, 
California Packing Corporation; Mr. CLoyp 
O. Dawson, Owens-Illinois Pacific Coast 
Company; Mr. WALTER Louis EGGERT, 
Pacific Manifolding Book Company, Ltd.; 
Mr. GEORGE FREDERICK GEPHART, Stand- 
ard Oil Company of California. 


Syracuse Control 

President, Mr. CULVER M. LussIErR, Os- 
wego Falls Corporation. 

First Vice-President, Mr. JOHN A. W11- 
LIAMS, Niagara Hudson Power Corpora- 
tion. 

Second Vice-President, Mr. JOHN R. 
TUTTLE, Crouse-Hinds Company. 

Secretary-Treasurer, Mr. Francis E., 
Doonan, Hall & McChesney, Inc. 

Directors, Mr. HuBert L. BALME, 
Oneida, Ltd.; Mr. E. H. BRANDON, Fed- 
eral Deposit Insurance Corporation; Mr. 
G. K. CuHrisMER, Easy Washing Machine 
Corporation; Mr. JosEPH W. Crossy, 
Will & Baumer Candle Company, Inc.; 
Mr. Paut B. Murpuy, Central New York 
Power Corporation; Mr. Epwarp J. 
WHALEN, Smith Lee Co., Inc.; Mr. Ar- 
NOLD E. WoonrTON, New Process Gear Cor- 
poration. 


Twin Cities Control 

President, Mr. C. W. PERRINE, Minne- 
sota Amusement Company. 

Vice-Presidents, Mr. FRED E. KiNG, Mun- 
singwear, Inc.; Mr. ERNEsT C. PETERSON, 
Brown & Bigelow. 

Secretary-Treasurer, Mr. ERNEST G. KEL- 
LETT, Northern States Power Company. 

Directors, Mr. H. J. ANDERSON, Pitts- 
burgh Coal Company of Wisconsin; Mr. 
Stacy L. ANGLE, Minneapolis Moline Im- 
plement Company; Mr. HERBERT PAUL 
BuETOW, Minnesota Mining & Manufac- 
turing Company; Mr. WILLIAM FarNns- 
WORTH HAGERMAN, The Minnesota Mu- 
tual Life Insurance Company; Mr. GEORGE 
H. Hess, Jr., Great Northern Railway Com- 
pany; Mr. RoME A. SEXTON, Minneapolis 
Brewing Company; Mr. J. RAYMOND 
SMITH, Northwestern National Bank & 
Trust Company. 


“WASHINGTON IS LIKE THAT,” by 
W. M. Kiplinger, Harper & Bros., New 
York. 1942. 528 pages. $3.50. A picture 
of Washington—boom town and war capi- 
tal, capital of the nation and capital of a 
world in the making—“‘as it is, internally, 
inside out, honest to goodness,” in all its 
aspects by the editor of The Kiplinger 
Washington Letter. 
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decided to sell for her individual benefit. 
For the sole purpose of enabling her to sell 
this asset and make the profit without pay- 
ing tax upon the gain, the taxpayer organ- 
ized a new corporation to which the transfer 
was made. The Supreme court said: 


“But that corporation was nothing 
more than a contrivance to the end last 
described. It was brought into existence 
for no other purpose; it performed, as it 
was intended from the beginning it should 
perform, no other function. * * * The 
whole undertaking, though conducted ac- 
cording to the terms of subdivision (B), 
was in fact an elaborate and devious form 
of conveyance masquerading as a corpor- 
ate reorganization and nothing else.” 


These two Supreme court cases, the court 
said, ‘‘are typical of cases upon which de- 
fendant relies in dealing with the question 
of the use of an artificial corporate, reorgani- 
zation for the purpose of avoiding the tax 
upon the gain realized as a result of the 
transfer or sale of a capital asset or security. 
Since the stockholders here are not seeking 
to avoid payment of the tax upon the gain 
received by them in the transaction, this 
group of cases is not in point here.” 

Illustrative of the second group in which 
an effort was made to classify as a reorgani- 
zation a mere sale of capital assets by one 
corporation to another the court cites Court- 
landt Specialty Company v. Commissioner, 
60 Fed. (2) 937. There the consideration 
was cash paid, promissory notes delivered 
and a promise to pay additional cash nine 
days after the transaction was consummated. 
The basis for arguing that there was a re- 
Organization was that the second corpora- 
tion purchased 9114, per cent. of the assets 
of the first, substantially all. 

Illustrative of the third group of cases is 
Taylor Oil & Gas Co. v. Commissioner, 47 
Fed. (2) 108. In this case, after a sale of 
all of the assets of the corporation had been 
negotiated, it was discovered that such a 
sale would result in a thirty thousand dol- 
lar income tax liability to the Company. 
With the sole purpose of avoiding this li- 
ability, it was decided to dissolve the com- 
pany. Liquidating trustees were appointed 
for the purpose of dissolving the company 
and winding up its affairs. The Court held 
the case was controlled by the Treasury reg- 
ulation (Art. 547, Treas. Reg. 45, 1920) 
which provided that any sales of property 
by them should be treated as if made by the 
corporation for the purpose of ascertaining 
a gain or loss. These cases do not, the court 
felt, go so far as to hold that the trustees 
may not also be trustees for the individuals 
who formerly were stockholders if there is 
a bona fide liquidation with no purpose of 
evading taxes. 

* Facts: A ttansferred assets to A Cor- 
poration for all of its stock; A corporation 
then transferred the assets so received to A 
Corporation for 79 per cent. of its stock. 
The object was to obtain a “stepped-up” 
basis without any tax payment. 


that William M. Smith, in his com- 
mentaries, recited, as follows: 


“At the time the contract is entered into 
it is known only in a general way what 
is to be done. The details of the work 
unfold as it progresses. They are worked 
out by cooperation between the parties. The 
Government is continuously striving to get 
results in the most certain, speedy, and 
economical manner possible and the con- 
tractor, contributing the skill, energy, and 
resources of his organization and risking 
its reputation, is striving for the same end. 
On the Government side emergency tre- 
quirements of great importance are in- 
volved and on the contractor’s side his rep- 
utation and future welfare are at stake. 
There is every reason for sincere teamwork. 

“Sincere team work can only come where 
there is mutual confidence and trust and 
a genuine disposition to play fair and to 
compromise differences.” 

And in conclusion I should like to 
offer the thought that after the smoke 
of battle has cleared and the thoughts 
of men are turned to post war activi- 
ties, the controller must carry on un- 
til the last voucher is paid, the last 
record entered, and the final audit ap- 
proved. 


“DEMOCRACY, LIBERTY AND PROP- 
ERTY,” edited by Francis William Coker. 
Macmillan, New York. 896 pages. $4.25. 
Representative excerpts from essays, ad- 
dresses, documents, and the like, giving 
typical attitudes on both sides of funda- 
mental questions in our political history. 


“BUSINESS NEED NOT 
“ELY BLIND” 


Our services 
chart a safe 
course through 
problems in- 
volving income 
and other taxes. 


The AMERICAN | 
APPRAISAL Company 





y, 
"ic: alg IN PROPERTY ECONOMICS 




















REVIEWS of Recent Business Publications 


“CONSUMER INSTALMENT CREDIT 
AND ECONOMIC FLUCTUATIONS,” 
by Gottfried Haberler. Published at $2.50 
by National Bureau of Economic Research, 
New York, New York. 

Consumer instalment credit as a factor 
in economic fluctuations during periods of 
both peace and war is the subject of an 
analysis just completed by Professor Gott- 
fried Haberler of Harvard University for 
the National Bureau of Economic Research. 

Dealing with consumer purchases made 
possible either through commodity sales 
credit extended by dealers and producers, 
and through them by sales finance com- 
panies, industrial banking companies and 
commercial banks, or through cash install- 
ment loans extended by personal finance 
companies, industrial banking companies, 
credit unions, and commercial banks, Mr. 
Haberler’s study illustrates the important 
role of installment credit in the American 
economy. 

Practically all commodity credit and a 
large part of cash loans are used for the 
purchase of durable consumer goods, mainly 
automobiles, furniture, and electric appli- 
ances. Automobiles alone accounted for 
about three-fifths of the commodity credit 
extended in 1940. 

Cyclical shifts in demand are more active 
in producing fluctuations than are cyclical 
shifts in supply. In fact, cyclical shifts in 
demand for credit used to purchase durable 
goods correspond with general business 
cycles and are due mainly to changes in in- 
come. Supply, on the other hand, appears 
to be very elastic. 

Fluctuations in installment credit strongly 
influences the level and stability of output 
and employment, as is seen from the fol- 
lowing factors: 

1. A stimulating effect on the economy 
in the short run resulted from the intro- 
duction and expansion of installment credit 
during the 1920’s. It increased both con- 
sumer demand and durable goods indus- 
tries. 

2. The abolition or rigorous restriction 
of installment credit would be either highly 
depressive or anti-inflationary. This fact is 
of utmost importance in the present emer- 
gency. 

3. Despite growth and maturity, credit 
remains subject to cyclical fluctuations. 
These fluctuations, thus, are the result 
rather than the cause of cycles in general 
business activity. 

4. Point No. 3, however, does not mean 
that credit does not influence the economic 
system as a whole. When incomes rise in 
the upswing of a cycle, demand for credit 
increases—which shows higher expendi- 
tures. On cycle downswings, the opposite 
is true. 

5. Whether consumer installment credit 
is favorable or unfavorable for economic 
stability over the long run depends upon 
debatable questions of business cycle theory. 
Most economists agree that anything which 
stimulates consumer demand during a de- 
pression is desirable. They disagree, how- 
ever, as to the value of such a factor dur- 
ing an upswing. 


The influence of installment credit on 
particular industries deserves emphasis. If 
credit were not available, demand for dur- 
able goods would fall, with far-reaching 
repercussions. One can well picture what 
might happen, for instance, to the automo- 
bile industry. 

Since consumer installment credit, like 
credit in general, accentuates fluctuations 
in economic activity, there can be no doubt 
that economic stability would be promoted 
if it were possible, without changing the 
long-run volume and trend of credit, to 
mitigate its cyclical fluctuations. 


A policy of cyclical variation in credit 
terms could be tried, however, with terms 
tightened in upswings and liberalized in 
downswings. Such a policy might promote 
economic stability by counteracting cyclical 
fluctuations in the volume of installment 
credit. 

Reviewed by G. T. ZIGNONE. 


“CASE STUDIES IN DISTRIBUTION 
COST ACCOUNTING FOR MANUFAC- 
TURING AND WHOLESALING,” pub- 
lished by the Federal Trade Commission, 
Washington, D. C. 1941. 215 pages. 


An American Achievement...a Calculator 
that is so completely automatic that all 
mental and physical effort is eliminated 
from its operation. Created by American 
designers and engineers to fulfill every 
need in modern business and scientific 
requirements. Demonstration proves this. 


Fridén Automatic Calculators are Sold and Serviced by a 
Factory trained personnel in over 250 Company controlled 
Sales Agencies throughout the United States and Canada. 





FRIDEN 


INN NE OVI ES 


CALCULATING MACHINE CO. INC. 


SALES AND SERVICE 





IN ALL PRINCIPAL CITIES 














INSTITUTE ACTIVITIES 








NEW MEMBERS ELECTED 


At a meeting of the Executive Commit- 
tee of The Controllers Institute of America 
held June 30, 1942, the applicants named 
below were elected to active membership 
in The Institute: 


HENRY C. ARNOLD 
Cavalier Corporation, Chattanooga. 


RoBerT S. BELL 


The Duff-Norton Manufacturing Com- 
pany, Pittsburgh. 


ARTHUR L. BOSCHEN 
Vick Chemical Company, New York 
City. 


WAYLAND S. BOWSER 
Blaw-Knox Company, Pittsburgh. 


J. HERBERT CARSON 
Pittsburgh Coke & Iron Company, Pitts- 
burgh. 


Victor A. Davis 


Graton & Knight Company, Worcester, 
Massachusetts. 


WILLIAM L. ERPENBECK 


American Home Products Corporation, 
New York City. 


MEYER FEINBERG 


Commercial Solvents Corporation, New 
York City. 


JOHN H. FENNEMA 


Rhinelander Paper 
lander, Wisconsin. 


Company, Rhine- 


Murry S. GELBER 


The Garrett Corporation, Inglewood, Cal- 
ifornia. 


P. L. HocKMAN 


The O'Sullivan Rubber Co., Inc., Win- 
chester, Virginia. 


H. O. INGHAM 
Square D Company, Detroit. 


WARREN A. JEFFORDS 
American Lava Corporation, Chattanooga, 
Tennessee. 


KENNETH C. RICHMOND 
Abraham & Straus, Inc., Brooklyn. 


Puitiep W. Sims 


Price Brothers & Company, Limited, Que- 
bec, P. Q., Canada. 


JOHN A. SNYDER 
Bayuk Cigars Incorporated, Philadelphia. 


ARTHUR SURKAMP 
United States Rubber Company, New 
York City. 


JOHN M. TILLMAN 
Henry Prentiss & Co., Inc., New York 
City. 

DONALD F. WALKER 


The Hilton-Davis Chemical Co., Cin- 
cinnati. 





members named above 
| 
brings the total mem- | 


Election of the 19 new | 


bership of The Institute 
to 


1,783 


NO COMPANY MEMBERSHIPS 


There are no company member- 
| ships in The Controllers Institute 
of America. | 

All memberships are on an indi- 
vidual, personal basis. They are | 
bestowed upon individuals only 
after they have made available to | 
the Admissions Committee infor- 
mation concerning their personal 
qualifications, positions and re- | 
sponsibilities, which indicates that | 
they meet the high standards of 
eligibility established by The Insti- | 
tute. 

There is something of the pro- 
fessional atmosphere about con- | 
trollership, which is conveyed by | 
membership in The Institute. | 

Memberships are not transfer- 
able. Once a controller has been 
elected a member of The Institute 
he may retain his membership in- 
definitely, no matter what changes 
may take place in his business con- 
nections or responsibilities. 
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PERSONAL NOTES 


Mr. Kenneth E. Armstrong has just been 
elected director, treasurer and assistant sec- 
retary of Peerless of America, Inc., it is 
announced by Mr. Richard W. Kritzer, 
president of the company. Mr. Armstrong 
resigned as controller of Marshall Field & 
Company last year after twenty-two years 
in the executive offices of that company. 
He is a director of The Controllers Insti- 
tute, and has served as first vice-chairman 
of the Controllers Congress, chairman of 
the Chicago Controllers Association, and 
director of the Chicago Control, of the 
Controllers Institute. He was in the Air 
Corps in World War I. 

Since leaving Marshall Field & Co., Mr. 
Armstrong has been engaged in making 
industrial surveys and recently, while work- 
ing with a well known firm of industrial 
engineers, made a survey of a branch of 
the United States Navy. 

Peerless of America, Inc., whose execu- 
tive offices are in Chicago, last year ac- 
quired a twenty-one acre site in Marion, 
Indiana, where it consolidated four of its 
factories. The firm makes refrigeration and 
air conditioning equipment. 


Mr. Leslie N. Bruchs, a member of The 
Controllers Institute of America, is now 
associated in an executive capacity with 
Schiff-Terhune & Company, 99 John 
Street, New York. He was formerly vice- 
president and treasurer of the insurance 
brokerage firm of Thorsen & Ritchie, 
Inc., but recently resigned. ‘He resigned 
also as a director, as did Mr. Charles L. 
Beemer, another member of The Institute. 


As of July 1, 1942, Mr. E. H. Brandon, 
a member of The Controllers Institute of 
America, began his new duties as chief 
accounting officer for the Office of Alien 
Property Custodian, Chicago. He resigned 
his position with the Federal Deposit In- 
surance Corporation, Syracuse office. 


Mr. M. M. Fritch, controller of Saks & 
Company, New York, is now in military 
service for the duration. He has received 
his commission as major and is stationed 
at Baltimore, Corps Area Exchange Office 
Headquarters, Third Corps Area. He has 
been a member of The Controllers Insti- 
tute of America since October, 1940. 


Mr. Charles L. Nielsen, secretary of 
Fleetwings, Incorporated, has been pro- 
moted to controller and will continue as 
secretary. He was elected to membership 
in The Controllers Institute of America 
on January 9, 1942. 


Mr. Joseph B. Pope, formerly control- 
ler of The Ewing-Thomas Corporation, 
Chester, Pennsylvania, 2nd a member of 
The Controllers Institute of America, 
now has a commission as Lieutenant 
Colonel in the Quartermaster Corps, Bu- 
reau of Motor Transport, at Washington, 
DC. 
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MEETINGS OF CONTROLS 


BALTIMORE 


ELECTION OF OFFICERS AND DI- 
RECTORS 

The regular monthly meeting of the 
Baltimore Control was held June 10 at 
the Lord Baltimore Hotel. 

Officers and directors for the coming 
year were elected, reports were read and 
Mr. S. Chaplin Davis led a discussion of 
plans for next year’s program schedule. 


CHICAGO 
SPRING GOLF TOURNAMENT 


The Chicago Control held its final 
meeting of the fiscal year with a golf 
tournament at the Flossmoor Country 
Club June 9. Following the tournament 
a steak dinner was held, and officers and 
directors for the coming year were 
elected. 


CLEVELAND 


Topic: “REORGANIZATION UN- 
DER THE SEVERAL REVENUE 
ACTS” 

The May meeting of the Cleveland 
Control was held May 12 in the Green 
Room of the Hotel Cleveland. 

Mr. Leo H. Hoffman spoke on “Re- 
organization Under the Several Revenue 
Acts,” stressing particularly step trans- 
actions and the nature of form and sub- 
stance. Mr. Hoffman is a member of the 
New York Bar, the Bar of the Supreme 
Court of the United States, as well as 
that of numerous Circuit Courts of Ap- 
peal. He has specialized in federal taxes 
for the past 26 years. During this time 
he has written numerous articles on com- 
plicated tax problems. For 16 years he 
was a senior member of the firm of Kix- 
miller, Baar & Hoffman, in charge of the 
New York City office. During that time 
the firm created and edited the Commerce 
Clearing House, Federal Tax Service. 


ANNUAL GOLF DINNER MEETING 


The annual golf dinner meeting of the 
Cleveland Control was held at the Mana- 
kiki Golf and Country Club June 9. At 
the business meeting following, reports 
from committees and officers were heard 
and the annual election was held. 


DAYTON 
ANNUAL MEETING 


The last monthly meeting of the Day- 
ton Control for this season was held June 
11 at the Miami Valley Golf Club. 

Following the election of officers and 
directors, Mr. W. F. Switzer, Manager 
of the Marketing and Organization De- 
partment of the Frigidaire Division of 


General Motors Corporation and Chair- 
man of the Mayor’s Emergency Trans- 
portation Committee presented the facts 
and figures obtained in a recent survey 
made in Dayton territory and gave in- 
formation on the number of additional 
persons that will be required in the in- 
creased amount of production scheduled 
for Dayton for the rest of this year and 
through 1943. He also gave information 
obtained from the survey of the trans- 
portation problem. Mr. Smith of the 
Building and Loan League told of the 
anticipated need for housing for the ad- 
ditional workers and their families who 
will come into Dayton. 


DETROIT 
ELECTION OF OFFICERS 
The Detroit Control held its annual 
meeting June 10 at the Lochmoor Club 
with golf and dinner followed by the elec- 
tion of officers and directors. 


DISTRICT OF COLUMBIA 
ANNUAL OUTING 
The annual outing and meeting for the 
election of officers and directors of the 
District of Columbia Control was held 
June 24 at the Kenwood Golf and Coun- 
try Club. 


HARTFORD 
ANNUAL MEETING 
Joining with the Bridgeport Control, 
the Hartford Control held its annual 
meeting in Madison, Connecticut June 13. 


HOUSTON 


ROUND-TABLE DISCUSSION 
The Houston Control met April 28 at 
the Houston Club. 
A round-table discussion of individual 
members’ problems was held. 


INDIANAPOLIS 
FINAL MEETING 

The final meeting of the year was held 
by the Indianapolis Control at the High- 
land Country Club June 25. Mr. Paul 
Stark was host. 

Business included a review of the meet- 
ing at Cincinnati and election of officers 
and directors. 


KANSAS CITY 
Topic: “FINANCING THE WAR” 

The: Kansas City Control marked the 
closing of the 1941-1942 year with a 
meeting at the Kansas City Club June 8. 

Speaker for the occasion was Mr. David 
S. Park, Financial Editor of the Kansas 
City Star, who discussed ‘Financing the 
War.” Election of officers and directors 
was also held. 
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LOS ANGELES 


Topic: “PRESERVATION OF REC- 
ORDS FOR DURATION” 


Election of officers and directors was 
held at the last meeting of the year for 
the Los Angeles Control June 18 at the 
Clark Hotel. 

Discussion topic for the evening was 
“Preservation of Records for Duration.” 


NEW ENGLAND 
ANNUAL MEETING 


The annual meeting of the New Eng- 
land Control was held May 28 at the Uni- 
versity Club, Boston. 

Officers and directors for the ensuing 
year were elected. 


NEW YORK CITY 


ANNUAL MEETING: ELECTION OF 
OFFICERS AND DIRECTORS 


The annual meeting of the New York 
City Control was held at the Yale Club on 
Thursday, June 18. 

Officers and Directors were elected for 
the coming term, 1942-1943, as follows: 


OFFICERS: President: G. E. Foster, 
The Brooklyn Union Gas Company, Brook- 
lyn, New York; Vice-President: VINCENT 
C. Ross, Prentice-Hall, Inc., New York 
City; Vice-President: FRANKLIN W. RUTH- 
ERFORD, North British & Mercantile In- 
surance Company, Ltd., New. York City; 
Treasurer: L. W. JAEGER, Colonial Optical 
Company, Inc., New York City; Secretary: 
G. T. ZIGNONE, G. P. Putnam’s Sons, New 
York City. 

DIRECTORS: THoMas A. Boyp, Gen- 
eral Telephone Corporation, New York 
City; Harry L. Camp, The Borden Com- 
pany, New York City; Harry C. Gretz, 
American Telephone and Telegraph Com- 
pany, New York City; ARTHUR C. HARRA- 
GIN, Lone Star Cement Corporation, New 
York City; H. Grorce HInckK, Waller- 
stein Company, Inc., New York City; 
RICHE H. JOHNSON, Socony-Vacuum Oil 
Company, Inc., New York City; MARVIN 
W. Kimsro, General Foods Corporation, 
New York City; CHARLES B. LUNSFORD, 
The Equitable Life Assurance Society . of 
the United States, New York City; DENNIS 
J. McNamara, The Flintkote Company, 
East Rutherford, New Jersey; GEorGEe N. 
Maucer, The Dime Savings Bank of Brook- 
lyn, Brooklyn, New York; EARLE G. May, 
McLellan Stores Company, New York City; 
HENRY Z. WALCK, Oxford University 
Press, New York, Inc., New York City. 


PITTSBURGH 
Topic: “THE PRESENT WORK OF 
THE F.B.I. IN INDUSTRY” 


The South Hills Country Club was 
meeting place for the Pittsburgh Control 
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May 26, and Mr. John M. Auty was chief 
host. 

Mr. C. H. Schafer, Special Agent, Fed- 
eral Bureau of Investigation, spoke on 
“The Present Work of the F.B.I. in In- 
dustry.” 


PITTSBURGH 


Topic: “POSSIBLE TRENDS OF FU- 
TURE STATE TAXATION” 


A short business meeting was followed 
by election of officers and directors when 
the Pittsburgh Control met June 23 at 
the Edgewood Country Club. 

The Honorable John M. Walker, Sen- 
ator of the 44th District, Commonwealth 
of Pennsylvania, addressed the group on 
“Possible Trends of Future State Tax- 
ation” 

Mr. Walker is a graduate of Culver 
Military Academy, the University of 
Pittsburgh and the University of Pitts- 
burgh Law School. He has been practic- 
ing law since 1925, having been admitted 
to practice before the state and Federal 
courts in Pennsylvania, the Interstate 
Commerce Commission and various other 
state and federal bureaus, boards and com- 
missions. Most of his practice is corpora- 
tion law. 

He has been a member of the Pennsyl- 
vania State Senate since 1938 and is 
Chairman of the Judiciary General Com- 
mittee of that body. He is also a mem- 
ber of the Appropriations, Corporations, 
Elections, Finance, Forests and Waters, 
Game and Fish, Military Affairs, Public 
Utilities and Senatorial Apportionment 
Committees. 


ST. LOUIS 
Topic: “WAR PROBLEMS” 

The May meeting of the St. Louis Con- 
trol was held at the Missouri Athletic 
Club May 25. 

Mr. John C. Naylor led a discussion de- 
voted to war problems encountered by 
members present. Among the subjects 
covered were government contracts, amor- 
tization, depreciation, plant facilities, la- 
bor and personnel. 


ANNUAL MEETING: ELECTION OF 
OFFICERS AND DIRECTORS 


The Annual Meeting of the St. Louis 
Control was held on June 29, in the Mis- 
souri Athletic Club. 

Principal business of the evening was 
the election of Officers and Directors for 
the ensuing year. 


SAN FRANCISCO 
Topic: ANNUAL MEETING 
The regular meeting of the San Fran- 
cisco Control was held at the Athens Club 
in Oakland on June 18. As this was the 
Annual Meeting, reports of the officers and 
chairmen of committees were presented. 
President Walter Eggert addressed the 


membership briefly, commenting particu- 
larly on the increase of fellowship among 
the members and expressing the hope that 
the expansion of committee work would 
continue, through which so much can be 
done to integrate the activities of the Con- 
trol. 

The Nominating Committee, through its 
Chairman, Mr. T. Gartrell, submitted the 
nominees for the respective offices and their 
election took place. The list of newly 
elected officers appears elsewhere in this 
issue of THE CONTROLLER. A vote of 
thanks was given to Mr. Eggert, retiring 
president, and to the officers and directors 
of the Control for the excellent work which 
had been done during the past year. 

The new president, Owen T. Jones, con- 
troller of the American Trust Company, 
San Francisco, addressed the members and 
announced that two luncheon meetings 
would be held in July and August. The 
July meeting is to be headed by Mr. J. R. 
McKee, California Casualty Indemnity Ex- 
change, and the August meeting by Mr. 
T. Gartrell, General Metals Corporation. 
There being no further business, the rest 
of the evening was spent in entertainment. 


SYRACUSE CONTROL 
Topic: ANNUAL MEETING 
Following golf and dinner the regular 
annual meeting of the Syracuse Control 
was held in the small dining room at the 
Onondaga Golf and Country Club, De- 
witt, New York. After the election of 
officers and directors, the new president, 
Mr. C. M. Lussier, controller of Oswego 
Falls Corporation, Fulton, New York, 
took over the meeting. He announced 
that there would be no meetings during 
July and August and that meetings next 
year would be held on the third Tuesday 
each month at the Syracuse Industrial 
Club, Syracuse, New York. The Board of 
Directors will meet immediately preced- 
ing each monthly meeting of the Control. 
He then appointed the following com- 

mittees for the new year: 


Admissions 
G. K. Chrismer, Chairman (Easy Wash- 
ing Machine Corporation, Syracuse). 
J. R. Tuttle (Crouse-Hinds Company, Syra- 
cuse). 
E. H. Brandon (Federal Deposit Insur- 
ance Corporation, Syracuse). 


Auditing 
J. K. Hill, Chairman (The Norwich 


Pharmacal Company, Norwich). 
F. J. Bowen (Oneida, Ltd., Oneida). 


Nominating 


D. K. Van Cleef, Chairman (L. C. Smith 
& Corona Typewriters, Inc., Syracuse). 

A. E. Woonton (New Process Gear Cor- 
poration, Syracuse). 

K. M. Haendle (First Trust and Deposit 
Company, Syracuse). 
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Program 


F. E. Hoyt, Chairman (Carrier Corpora- 
tion, Syracuse). 

J. W. Crosby (Will & Baumer Candle 
Company, Inc., Syracuse). 

R. M. Wilder (Pass & Seymour, Incor- 
porated, Syracuse). 


Publicity 
F. E. Doonan, Chairman (Hall & Mc- 
Chesney, Incorporated, Syracuse). 


The members and guests present 
thanked member J. A. Williams for the 
fine arrangements made for them at the 
Club. The meeting adjourned at 9:30 for 
refreshments and cards. The meeting was 
held on June 23. 


TWIN CITIES 
GOLF PARTY 


The annual golf party and closing meet- 
ing of the season was held June 2 for the 
Twin Cities Control at the LeSeuer Coun- 
try Club, LeSeuer, Minnesota. 

Mr. Frank Hickling, chairman of the 
golf committee, had charge of awarding 
the prizes. Dinner was followed by the 
election of officers and directors. 


ORGANIZING DELEGATIONS 
TO ANNUAL MEETING 


President Fred H. Allen of the Cin- 
cinnati Control has appointed a com- 
mittee to organize a delegation from 
the Cincinnati Control to the Control- 
lers Institute’s Eleventh Annual Meet- 
ing at Chicago September 21-22, 1942. 

Mr. G. Bain Waters, of The Rich- 
ardson Company, has been named 
Chairman of the Cincinnati Control’s 
Committee. Other members of the 
Committee are Carl Buse; Mark R. 
Dayton; William R. Dice; Maurice W. 
Griesbaum; James McAuley; James 
Pendery; and Russell E. Welch. 

Each Control has been asked to name 
a committee, first to assist the general 
convention committee in organizing the 
program; and second to organize at- 
tendants at the Annual Meeting from 
each control. 


MAY ISSUE RATED AS 
“BEST ONE YET” 
To the Editor: 

I think the May issue of the CONTROLLER 
is the best one yet and there is so much in 
it that I should like to have several of my 
staff have individual copies. 

J. E. HEIDGEN 
Basic Refractories, Inc., 
Cleveland 
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Positions Open 











Wanted—A Controller 


Excellent opening for controller with 
large midwest metal manufacturing com- 
pany. Position is permanent. Will report 
directly to president and must shoulder 
heavy responsibility. Strong background 
in industrial accounting required. Prefer 
man now earning over $10,000 and not 
over 40 years of age. Replies should be 
complete and will be kept confidential. 
Address Box No. 388, “The Controller.” 





Positions Wanted 











A member of The Controllers Institute 
desires a mew connection. For the past six 
years he has been the chief financial execu- 
tive and accounting-statistical officer of a 
large mid-western private university. Has 
administrative supervision over construc- 
tion of financial budgets and their control, 
payrolls, purchases, disbursements, business 
operations, and personnel; and, preparation 
of financial statements, accounting and sta- 
tistical forms, and cost studies. Previous ex- 
perience includes service as cost accountant 
and business manager of printing plant and 
daily newspaper in large midwestern state 
university; and, auditor, purchasing agent, 
and administrative supervisor on a state- 
wide federal government works project. 
University graduate; age 39; married, 1 
child; Protestant. Salary not less than 
$5,000, depending on location. Address 
Box Number 387, “The Controller.” 


Accountant, C.P.A.; age 34, Scotch- 
Irish, married; member of Controllers 
Institute; associate of the American In- 
stitute of Accountants; wide industrial 
experience as cost accountant, credit 
manager, office manager and controller. 
Moderate salary requirements. Address 
Box 386, “The Controller.” 


A certified public accountant, fourteen 
years as resident manager for national firm 
of public accountants, wishes position as 
controller or accounting executive. Age 
thirty-eight; married, four children. Brings 
you extensive experience in dealing with 
people and financial and tax matters. Ad- 
dress No. 390, “The Controller.” 


Position wanted by man presently em- 
ployed in treasury department of a na- 
tionally known manufacturing company of 
scientific instruments with duties including 


preparation of financial and tax reports. 
Previously employed for eleven years with 
prominent petroleum corporation and was 
responsible for preparation of all financial 
reports, statistical, accounting record, tax 
reports (federal, state, and city). Account- 
ancy graduate, married, age 40, salary mod- 
erate. Address Box No. 389, ‘The Con- 
troller.” 


“CORPORATION FINANCE,” published 
by the American Institute of Banking, New 
York, 1941. 479 pages. $4.00. 


“THE HOUSE COMMITTEE ON FOR- 
EIGN AFFAIRS,” by A. C. F. Westphal. 
Columbia University Press 1942. 268 pages, 
tables. $3.00. (Columbia University studies 
in history, economics and public law No. 
493.) 


“THE OVER-THE-COUNTER SECURI- 
TIES MARKET: What it is and how it op- 
erates,” by J. C. Loeser. National Quota- 
tions Bureau, 1940, 192 pages. 


“PERSONAL LEADERSHIP IN INDUS- 
TRY,” by D. R. Craig and W. W. Chart- 
ers. McGraw-Hill, 1941. 245 pages. $2.50. 


Costs of Letter Writing 

The cost of paper on which records 
are kept constitutes only 14/100ths of 
1 per cent. of the total cost of record- 
keeping, the latter including cost of 
mechanical devices, depreciation, labor, 
rent, light, heat, taxes and the like. 

The cost of letter paper is about 1 
per cent. of total correspondence costs, 
which involve such factors as dictation, 
stenography, printing, postage, other 
materials and overhead, in addition to 
the paper itself. 

Under these circumstances, accord- 
ing to a booklet on the subject entitled 
“Much for a Mite,” published by the 
L. L. Brown Paper Company, Adams, 
Massachusetts, the substitution of the 
best quality 100 per cent. rag paper 
adds only 2 per cent. to total letter 
costs. 
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LETTERS FROM CONTROLLERS 








YEAR BOOK OF GREAT INTEREST 
TO MEMBERS 


Mr. O. W. BREWER, 
Treasurer: 

The Year Book contains a great deal of 
valuable information and the national office 
is to be congratulated upon the publication 
of this issue. Certainly the Directory of 
Members is very valuable indeed, and we 
are impressed also by the tabulation of im- 
portant dates and activities in The Insti- 
tute’s history. We are sure that the Year 
Book will be of great interest to all In- 
stitute members. 

W. L. EGGERT, 
Pacific Manifolding Book Company, Ltd., 
Emoryville, California 


THINKS PAMPHLET WILL BE 
GREATLY APPRECIATED 


Mr. J. A. DoNALDSON, President, 

I acknowledge receipt today of your let- 
ter dated May 25, accompanied by booklet, 
“The Successful Control,” which has been 
prepared for the guidance and government 
of the local Controls of The Institute. I 
have read this booklet through with great 
interest, and I think it is a well worth 
while publication and one -which will be 
greatly appreciated by those who have oc- 
casion to use it. I think this will assist 


greatly in making The Institute more in- 
teresting and more worth while to its mem- 
bers. 
P. J. URQUHART, 
Aluminum Company of America 


THANKS DONALDSON FOR AID 
TO CONTROLLER’S CAUSE 
Mr. John Donaldson, 
President, Controllers Institute of America: 

I had four hours of good reading time 
riding over here from Asheville, North 
Carolina yesterday and had the pleasure of 
reading, and partially re-reading, that 
splendid address you gave in Buffalo dur- 
ing the early part of May. 

Naturally, there are certain things that 
we all include in our preferred list of read- 
ing materials and, for me, one of these is 
“The Controller.” Hardly a number has 
ever come to my attention that has not con- 
tained one or more very constructive ar- 
ticles, but I want to say right now that I 
think your discussion, beyond doubt, is the 
best ever printed. 

I would not feel right in passing this 
without extending to you my _ personal 
thanks for your contribution to the control- 
ler’s cause. Knowing that you will keep up 


Louisville Control Becomes 
Twenty-Sixth in Institute Family 


Formation of a Louisville Control, 
the twenty-sixth of The Institute, has 
been authorized by the Executive Com- 
mittee of The Controllers Institute of 
America, which on June 30 authorized 
issuance of a charter to-the Louisville 
group. The organization meeting will 
be held soon. 

The new Control was initiated at a 
conference dinner held in the Penden- 
nis Club, Louisville, on May 15, at 
which Mr. Arthur R. Tucker, manag- 
ing director of The Institute, discussed 
the project with members of the na- 
tional body in the Louisville area. As 
a result of this meeting a petition for 
organization of a local Control was 
presented to national headquarters. 

Active in arousing interest in the 
new Control and obtaining the neces- 
sary signatures to the petition were 
members John R. Sanderlin, G. Stuart 
Bruder and Claude W. Hupp. 

Arrangements are being made for a 


meeting to be held in the near future 
at which the charter will be presented 
to the new Control, officers will be 
elected, and plans made for the pro- 
gram for the coming season. 


“PRICE CONTROL,” prepared by The Re- 
search Institute of America, New York. 
Price $2. 

This analysis on Price Control is one 
of a continuing series going out from the 
Research Institute to its members to assist 
business to make the best adjustment pos- 
sible in the new business-government rela- 
tionship. Because of the urgency of the 
times and the belief that this issue may 
contribute something to American business 
genius, “Price Control” is being made gen- 
erally available instead of only to the 
Research Institute membership. 


LLBROWA 


Leper Paper 





this splendid work and with kind personal 
regards, I am 
IRVING H. JOHNSON 
American-Marietta Company, Chicago 
June 3, 1942 


BOOKLET, “THE SUCCESSFUL 
CONTROL,” DRAWS PRAISE 
Mr. JOHN A. DONALDSON: 

I should like to be one of the many who 
are writing you to congratulate you and the 
Board of Directors of The Controllers In- 
stitute in getting out the splendid booklet 
“The Successful Control.” Strangely enough 
I had never had the privilege of viewing 
the official attitudes of national headquar- 
ters, either through heresay or in print, 
but I find that the objectives, and methods 
and procedures for obtaining them, parallel 
my own thinking in these matters. 

In fact, the booklet gives me a great 
feeling of confidence, and certainly one of 
confirmation in the planning we have al- 
ready done for this coming year in the Phil- 
adelphia Control. I know that my fellow 
officers and the directors of this Control 
will find it tremendously helpful and _re- 
assuring. 

Again my congratulations to you for 
your foresight in preparing and distribut- 
ing such a splendid guide. 

Haron C. Storr. 


TAXPAYERS DOUBLE IN 1940 

Commissioner of Internal Revenue 
Guy T. Helvering issued on June 22, 
a bulletin showing the number of in- 
dividual income tax returns for 1940, 
filed through December 31, 1941, by 
States, counties, cities, and towns hav- 
ing a population of 1,000 and over. 

The number of individual income 
tax returns for 1940 was 14,710,661 
as compared with 7,648,683 for 1939. 
This increase was due primarily to 
the lowered filing requirements for 
1940. 

Tabulations of data reported on the 
individual income tax returns for 1940, 
classified by States and territories, are 
being prepared and will appear in the 
complete report, “Statistics of Income 
for 1940, Part 1,” which will be issued 
later. 


PRESENTATION OF GAVEL 


At the regular monthly meeting of the 
San Francisco Control on May 19, one of 
the members, Mr. William T. Werschkull, 
controller, The San Francisco Bank, pre- 
sented the Control with a much needed. 
and excellent gavel and black. 























n 
Opportunity 


Our government has given us an opportunity 
to make the soundest investment in the world, 
through the purchase of United States War 
Savings Bonds and Stamps, which will furnish 


the money to back up the armed forces. 


This investment is an obligation as well as 
an opportunity to actively participate in the 


Victory program. 


Let us all invest for Victory. 


MACHINE? 


U.S. War Savings Bonds and Stamps 
are on sale in Post Offices, Stores, 
Business and Financial Institutions, 
Schools, Theatres, and IBM Offices 
throughout the Country 


INTERNATIONAL BUSINESS MACHINES CORPORATION 


























“These days we 


appreciate Burroughs 


mechanical service 


more than ever” 


Burroughs 
Provides These 
Advantages 


Burroughs mechanical service 
is rendered by factory-trained, 
factory - controlled, salaried 
representatives whose work is 
guaranteed by Burroughs. 


Every Burroughs service point 
has genuine Burroughs parts 
to meet service needs. 


Burroughs service is national, 
conveniently located to give 
prompt attention to every call. 


All Burroughs service men are 
promptly and fully informed 
about every improvement in 
service, every new feature and 
every mechanical change. 


“Our experience with Burroughs 
mechanical service has long since 
proved ‘that it is without equal.” 


Today, when wartime conditions make it essential that 
users take exceptionally good care of their figuring and 
accounting equipment, Burroughs mechanical service is 
even more deeply appreciated. For—as always—it is ren- 
dered by Burroughs’ own salaried, factory-trained, factory- 
controlled men, whose sole interest is to help Burroughs 
owners get the maximum of continuous, profitable use out 


of their Burroughs machines. 


Efficient Burroughs service is available to the user under 
either of two plans: (1) a Burroughs Service Agreement 
at a predetermined,’ moderate annual cost; or (2) service 
when requested, at a moderate charge for each service 
as rendered. Call your local Burroughs office, or write — 


BURROUGHS ADDING MACHINE CO., DETROIT, MICH. 


Burroughs 
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